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CASH REGISTER comPANY 
DAYTON 9, OHIO 
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with time-and-effort-saving features 
never before combined on one machine 


Avtomaticclear signal. Gives 


Subtractions in red. 





automatic printed proof of 
whether or not the machine was 
dear when the operator started 
to use it. 


Automatic space-up of tape. 
Spaces tape to correct tear- 
off position when total is printed. 
Saves time, effort, paper. 


Automatic credit balance. 
Actual minus totals are auto- 
matically computed, and printed 
byasingle touch of the total bar. 
Prints in red, with CR symbol. 


full, visible keyboard. All ci- 
phers print automatically—sav- 
ing time, motion, and effort! Two 
or more keys can be depressed 
simultaneously. Amounts remain 
visible until added. 


The National Cash Register Company 
presents an Adding Machine designed to 
produce more work with greater accuracy 
and with less time and effort. Backed by 
National’s 67 years’ experience, and rep- 
iesenting years of research, the NATIONAL 
ADDING MACHINE has time-saving features 
never before combined on one machine. 
National’s superiority is due mainly to the 
many things it does automatically. What's 
done automatically, the operator cannot do 
wong—that promotes accuracy. What’s 


ee a ea en ce cnet ca Sec ne sn ta neath ce ee Si On Se NS ae OD a ER RE eee 





Easy-touch key action. Depression of use. 
keys is practically effortless, yet suffi- 
cient to tell you when you have depressed 
a key. Tension is uniform 31 oz. 


bs Can never be mistaken for 


additions. Stand out promi- 
nently even after amounts 
have been “checked off’’ 
on the tape. Identified in- 
stantly, for everyone knows 
the meaning of red figures. 


Large answer dials. Al- 
ways show the accumulated 
total in large numerals. 
Permit use of machine with- 
out tape. 


Heavy-duty construc- 
tion. Compact for desk 
Portable enough to 
move about, yet rugged 
enough tocarry on through 
long years of hard service. 


done automatically, the operator does not 
have to do at all—and that saves both time 
and effort. 

Check the above features against your pres- 
ent machine or method. They will give you 
an idea of the new National achievements. 
But only by an actual demonstration. on 
your own work, can you realize how this 
remarkable machine will benefit you! 


Call your local National Cash Register Company’s 
office or the local dealer for National Adding 
Machines, and arrange for a demonstration in your 
office, on your own figure work .. . or mail coupon. 


| THE NATIONAL CASH REGISTER COMPANY, Dayton 9, Ohio 


[] Please send me booklet NAME 
— describing National Add- 


ing Machines. (No obligation.) ADDRESS 


[] Please have your local CITY 
~ fepresentative give me a 


free demonstration. 


STATE 


ZONE 


ADDING MACHINES » CASH REGISTERS 
ACCOUNTING MACHINES 
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New York State Income and Franchise 
Taxes (Second Edition) 


Harrow. PRENTICE-HALL, 
1951. Pages: 


By er 
Inc., New York, N. Y.,, 
xviii + 778; $10.00. 


There is an unfortunate tendency on the 
part of most New York practitioners to neg- 
lect their study of state tax law. Because 
the New York State franchise, unincorpo- 
rated business and personal income tax rates 
are relatively low, and these taxes are de- 
ductible on the federal return, the average 
practitioner has concentrated his attention on 
the more costly federal taxes. 

The conscientious accountant, faced with 
this dilemma, and recognizing the possible 
disservice he may be rendering his clients 
insofar as state taxes are concerned, should 
welcome the publication by Prentice-Hall 
of Benjamin Harrow’s “New York State 
Income and Franchise Taxes.” 

Actually this is a revision of an earlier 
book on the same subject written by Mr. 
Harrow and Mr. Isidore Sack, and published 
in 1941. It has been completely revised, 
brought up to date and is, at present, probably 
the most complete single-volume treatise on 
the subject. 

Its set-up makes for effective use as a 
reference book by the busy accountant. Not 
only is it equipped with a complete topical 
index, but each chapter is preceded by a de- 
tailed sectional analysis of its contents. 

This reviewer found Chapter 11 dealing 
with “Allocation and Segregation” for a 
business corporation particularly rewarding. 
There is ample opportunity for tax savings 
to be derived from an intimate knowledge of 
this section of the law. Mr. Harrow’s exposi- 
tion of the bases and techniques of allocation 
is extremely lucid and informative. 

Chapter 6 discusses those instances where 
a corporation’s net income, as reflected on its 
federal return, does not necessarily coincide 
with the true net income which is the basis 
for the franchise tax calculation. Chapter 20 
sets forth the significant differences between 
the state and federal laws in the realm of 
personal income taxes. Knowledge of these 
variations is basic and invaluable. Virtually 
every accountant uses the federal return as 
the starting point in the preparation of its 
state counterpart. A thorough grounding in 
their points of departure will facilitate the 
preparation and review of the latter returns. 
There can be no doubt that these chapters can 
become effective tools in the hands of the 
busy practitioner. 

For those who have not worked with the 
state taxing authorities and are not familiar 
with their procedures, the following chapters 
are recommended: 


247, 


510 





Franchise Tax: 
Audits, Assessments, 
and Liens 
Enforcing the Collection of Taxes 
Appeals 


Penalties, Interest 


Personal Income Tax: 
Payment of Tax, Refunds and Penalties 


There are innumerable other points of in- 
terest and value covered in this book. It is 
timely and fills a definite need. It is the re- 
viewer's hope that Mr. Harrow will find the 
time to extend his studies to include the New 
York State Estate Tax. 

JACK SCHLOSSER 
New York, N. Y. 


Specialized Accounting Systems, Second 
Edition 


3y H. Heaton Baily. Jonn Witey & 
Sons, Inc, New York, N. Y., 1951. 
Pages: xii + 579; $6.00. 

From the title of the text the reader 


would expect to be presented with a highly 
technical exposition of the problems and 
procedures which confront the accounting 
expert attempting the design and installation 
of systems for businesses of an unusual 
nature. However, because of space limitation 
the author must content himself with gen- 
eralized descriptions of thirteen types of 
specialized organizations. The book is there- 
fore more in the nature of a general account- 
ing text dealing with specific systems rather 
than a manual for the systems expert. 

The general practitioner, the student and 
the candidate for the C.P.A. certificate will 
find the book informative and a desirable 
addition to his library. The systems expert 
will find it an ideal refresher. Professor 
Baily’s coverage of the respective businesses 
and related accounting systems, though brief, 
is sufficiently instructive to provide the reader 
with a basic introduction to these specialized 
companies, not ordinarily acquired as clients 
nor treated in books dealing with general 
accounting principles and theory. 

The section dealing with questions and 
problems on the subject matter of the text 
makes it adaptable for self-review and 
classroom use. This should be of particular 
interest to the candidate preparing for the 
C.P.A. examinations. 

Although the author has presented the 
accounting systems of these thirteen uncom- 
mon_ businesses fairly well, he might con- 
sider reconstructing chapter fifteen entit led 
“System Construction and Installation.” 
This new addition in the second edition 
leaves much to be desired, as it lacks the 

(Continued on page 311) 
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(Continued from page 310) ° 
workmanlike qualities attributable to the . 
rest of the book. Since this chapter has its : Wauny of 
terest place in the volume, it would appear more > : 
effective if redrafted and revised to include > Your Clients 
some system and internal control flow charts ‘ 
in addition to those used for the I.B.M. . Weed ADDITIONAL 
installations. It might also be renumbered ° 
chapter two and correlated, where applicable, _ WORKING 
lties with the succeeding chapters dealing with : CAPITAL 
‘a. the specialized accounting systems reviewed. e 
ti Professor Baily has made a valuable con- 5 
etn tribution to the limited bibliography in the 
r the field of accounting systems. here is “READY CASH” 
New SIGMUND ABELSON 


New York, N. Y. in the easiest possible way 


™ ite halts Cem Let us cooperate with you in provid- 
ing your client with the cash necessary 


By Harvey G. Meyer. PRENTICE-HALL, 
ond INc., ag York, N. Y., 1951. Pages: to aid his business. 
i +- 225: $3:75. P 
yr & Designed to supply the need for a relatively : Write or phone: 
951, short audit case that can be completed in one ° MR. HEREERT PECHMAN 
semester, this work attains its objective. It . 
presents in one integrated problem the condi- be 
ider a ; aie : . 
| tions and situations which the student would 
hy counter in a small run-of-the-mill eng: TOR 
a“ encounter in a small run-of-the-mill engage- A 
‘ ment and gives him an opportunity to dig out TH N.Y 
ah the necessary adjustments and corrections. 570 7™ AVE., N.Y. 18,N.¥. 


CHickering 4-6970 


ion : ee 
Emphasis is placed on the audit program 





= and pr ‘ocedures without requiring a mass of Established 1929 
detailed work on source materials. This ena- 

en- bles the student to become conscious of the ae - ieee ors 

keg basic procedures and their importance in et questions on the protes- 

a carrying the engagement to a successful S!onal examinations. Fraxx A. Duxx 
conclusion. RANK A. DUNN 

ler Iona College 


The complete file of working papers for 
i the previous vear’s audit is reproduced and 
should be helpful in assisting the student to 


Nw ¥: 


New Rochelle, 


Credit Management Year Book 


‘ill 

prepare proper papers for his own work. In 
le this pene a it : interesting to note that (Volume 17) ; 
rt while prepaid expenses were shown as a Compiled by A. Leonidas Trotta. CREDIT 
separate classification on the 1949 balance MANAGEMENT Division of the NATIONAL 
e sheet, they have been included among current Rerar. Dry Goops Assoctation, New 
a assets on the form for the 1950 comparative York, N. Y., 1950. Pages: x + 457; $6.00 


au statement in accordance with the recommen- members; $10.00 non-members. 
dation in Accounting Research Bulletin No. The 17th volume of the Credit Manage- 
30. ment Year Book, like those published before, 
However, the author still uses the reserve jg a collection of articles by prominent credit 
d terminology lor the provisions tor bad debts managers and educators who discuss current 
and depreciation despite the recpmmendation problems which are of the utmost importance 





1 of the Committee on Terminology in Ac- to the consumer credit grantor and all others 
counting Research Bulletin No. 34 that “the sreste > subjec 

r ] : interested in the subj 

2 igh Y sy serene \reeeree >> + 7 the balance The year 1951 looms ahead as one which 
sheet, in de scribing deduction from assets... will carry with it many problems—changes 


be discontinued.” 

Since a work of this nature is prepared for 
students, the reviewer believes it very impor- 
tant to conform with the recommendations of 
the te on accounting and auditing 


procedure of The American Institute of Ac- 
countants, as o sec Beiee in the Accounting Re- 
search Bulletins and Statements on Auditing 
Procedure, since those publications are the 


1951 


will come faster and have far more reaching 
effect than heretofore. We will be faced with 
new problems —higher prices — increased 
taxes—curtailed home buiiding—credit con- 
trols—drafting of men into the armed forces 
—price and wage controls. These and others 
will tax our intelligence and know-how. The 
current issue of the Credit Management Year 
(Continued on page 312) 
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(Continued from page 311) 


Book offers dependable help and guidance in 
answering some of the problems. 

Consumer credit is now at an all time high 
and Management in its effort to meet in- 
creased costs of doing business is looking for 
additional volume. This, Management hopes 
to accomplish with a minimum of additional 
expense because every move counts as never 
before. The new Year Book brings to its 
reader 470 pages of practical, profitable 
know-how. 

In this new volume a number of chapters 
on Credit Sales Promotion have been assem- 
bled and successful methods and approaches 
are discussed by recognized authorities in the 
field. 

A complete chapter deals with the impor- 
tance of the Accountant and his relationship 
to the Credit Manager in the small store. 
This was written by Mr. Kenneth C. Mages 
of Touche, Niven, Bailey & Smart. This 
chapter is a must for all accountants who do 
accounting work for retail stores which 
operate Credit Departments. 

Collections and items of paramount im- 
portance in 1951 are discussed and, as an 
added treat, there is published the results of 
the collection problem clinic and the write-up 
on the happenings at the Collection Proce- 
dure Forum held at the recent annual Credit 
Managers Division Convention in Chicago. 
Invaluable information on this subject is 
contained in these two items. 

Expense control and credit is always of 
great importance and this current issue pub- 
lishes a study on bad debt losses and their 
report on the results of an expense time 
saver survey, which will be of great assist- 
ance to those who are looking for ways of 
doing things better and cheaper. 

The current issue also covers a subject 
heretofore neglected—that of the consumer— 
and these top notch articles are written with 
a viewpoint of better customer relationship 
with the store and the Credit Department. 
The successful store of 1951 will have to 
consider this important item and many tips 
on pitfalls to look out for are discussed. 

The Credit Bureau, without which the 
Credit Department could not function as suc- 
cessfully as it does, is discussed and after 
reading the article on this subject the only 
result to look forward to is better Bureau 


and Store relationship in our community 
which wil! surely result in smaller losses for 
each store. 


Regulation “W” which is now once more 
in effect is outlined in full and the complete 
official text is presented. 

Specifically, the new edition of the 1950 
Year Book will help you solve today’s and 
tomorrow’s problems and provide a reference 

(Continued on page 313) 
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BUSINESS PERSONNEL AND 
OPPORTUNITIES 
Help Wanted: 20¢ a word, minimum $5.00. 
Situations Wanted: 10¢ a word, minimum §2.00, 
Business Opportunities: 15¢ a word, minimum $3.00. 
Box number, if used, counts as three words. 
Closing Date—15th of month preceding date of publication, 


___ BUSINESS OPPORTUNITIES — 





Mail and Te ‘elephone Service: Desk provided 
for interviewing. $5.00 per month. Directory 
Listing. Modern Business Service, 505 Fifth 
Avenue, New York (42nd Street). 


C P. A. 38, Society member, former - Revenue 
Agent, moderate practice, desires to expand 
by purchasing individual accounts or < uctice 
in Metropolitan area or Long Island. Liberal 
terms. Box 369, New York CAPA. 


‘Caleuioting Service 
Inventories computed, sales analysis, ete. 
Special service to C.P.A’s. Verna Crawford, 
565 Fifth Avenue, Eldorado 5-0280. 


GsPLAs 30, modest practice, desires | to. pur- 
chase individual accounts or partnership 
interest from overburdened accountant. Box 


370, New Yor Cee 


CP. A., 34, Society. member, own modest 
practice, has free time available to service 
accounts on percentage or fee basis, or to re- 
lieve overburdened accountant. Also avail- 
able per diem basis. Former Revenue Agent. 


Box 371, New York CPA. 


Oe ge Society ~ member, modest practice, 
ya i to purchase individual accounts or 
practice; also ~~ in partnership. Box 
373, New York C.P.A 
CP. A.—Young—: aa Gross over $22,000 
—seeks partnership with practitioner in simi- 
lar position or association with larger firm 
seeking new blood. Box 374, New York 
CPA: 





























SITUATIONS WANTED 
C.P.A. 


Twelve years substantial public accountancy 
and tax experience. Has been engaged on 
audits of firms listed on NYSE. Seeks re- 
sponsible position (preferably N.Y.C.) with 
CPA firm or as: comptroller with private 
concern. Box 372, New York C.P.A. 


Accountants, may I help relieve you during 
your busier p&riods? Per diem, week, assign- 
ment. Audits, Costs, Taxes, Statistics, Re- 
search, et cetera. Ten years experience. Con- 
tact Elkin, SLocum 6-5929; Box 376, New 
York C.P.A 


HELP WANTED a 


-art time advanced Problems instructor, on 
post college graduate level. Fine opportunity 
for qualified individual. Must have extensive 
knowledge or experience in teaching subject; 
also willing to spend necessary time on oe 
and preparation. Box 375, New York C.P 
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MANUFACTURERS OF 


SPEAKING OF REPORT COVERS 


let’s take a look at the cover you are 
now using. Has the stock the snap and 
strength of high grade paper... Is the 
printing or engraving well planned .. . 


Xoleol 4.5 


In short, as your representative in your 
client’s office, will your present cover 
make the right impression? Write for 
samples. 


N.L. & E.W. KRUYSMAN, Incorporated 
Ila Frankfort Street New York 7, N. Y. 
EXPANDING FILE POCKETS 
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(Continued from page 312) 
to assist you in your planning and in making 
your decisions. As in the past, Mr. Al 
Trotta of the N.R.D.G.A. deserves a round 
of applause for giving us a book on consumer 
credit which presentsethe facts so practically 
and can be of such immeasurable help in 1951. 
ALBERT S. KLECKNER 

Credit Manager, Namm’s 

srooklyn, N. Y. 


1951 








‘DEPENDABLE 


Employment Agency 
220 W. 42nd St. N.Y.18 


BRyant 9-7666 


We Specialize 
in servicing Accountants and 
their clients with dependable 
male and female personnel 





¢ COMPTROLLERS ¢ BOOKKEEPERS 

e OFFICE MANAGERS Full Charge 

e ACCOUNTANTS Assistants 
C.P.A.’s e SECRETARIES 
Seniors, Semi-Srs. e STENOGRAPHERS 
Juniors e TYPISTS 

e SALES ¢ CLERKS 

Established 1939 
Wm.Schnuer, BBA, MBA Shirley Schnuer 
Licensee Licensee 














specializing in the employment requirements 
of the public accountant and his clients 


ROBERT HALF 


personnel agencies 


25-15 bridge plaza n, 
long Island city 
stillwell 6-5707 


new york city 


140 w. 42 street | 
longacre 4-3834 


directed by a certified public accountant 








CAA. 


The Lmployment Agency for Bookkeepers 


OURS IS A SPECIALIST ORGANIZATION, PROVIDING 
RESPONSIBLE AND THOROUGHLY EXPERIENCED 
BOOKKEEPING PERSONNEL — 2xchcsewely, 











299 madison AVENUE - NEW YORK I7 * MUrray Hill 7-382! 





When writing to advertiser kindly mention Tue New York Certirieo Pustic ACCOUNTANT. 


313 














Charley Whatley says, ‘““Mrs. Whatley and 
I joined the Payrol! Savings Plan in 1943. 
Our pay averaged about $40 a week apiece 
and we put about a quarter of it into 
bonds. We had saved $6,925 by 1950.” 





“The bonds we bought for our 
counttys defense bought and 









helped equip our farm! 


MR. AND MRS. CHARLEY L. WHATLEY OF CUTHBERT, GA, 


CAN TELL YOU—IT’S PRACTICAL AS WELL AS 


—— PATRIOTIC TO BUY BONDS FOR DEFENSE 


Mr. Whatley inspects a beehive 
on his 202-acre Georgia farm. 
“My wife and I wouldn’t own a 
farm, clear, today,” he says, “‘if it 
weren’t for U.S. Savings Bonds. 
They’ re the best way to save.” 





“*$4,000 in bonds bought us our farm and 
house, more bonds went for a new truck, 
refrigerator and electric range. We’re still 
holding about $1,800 in bonds. Everybody 
should buy U.S. Savings Bonds!”’ 











The Whatleys’ story can be your story, too! 


Your dream can come true, just as the 
Whatleys’ did. Start now! It’s easy! Just 
take these three simple steps: 

1. Put saving first before you even draw 
your pay. 

2. Decide to save a regular amount system- 
atically. Even small sums saved this way 
become a large sum amazingly soon! 

3. Start saving by signing up today in the 
Payroll Savings Plan where you work or the 
Bond-A-Month Plan where you bank. 


You'll be providing security not only for 
yourself and your family, but for the free 
way of life that’s so important to us all. 





U. S. SAVINGS BONDS 
ARE DEFENSE BONDS— 
BUY THEM REGULARLY! 


Your government does not pay for this advertisement. It is donated by this publication in cooperation with 
The Advertising Council and the Magazine Publishers of America as a public service. 
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HERE are many places in the world, 
Hawaii and Sicily for example, 
where people live happy and _ useful 
lives on prosperous farms or in little 
towns on the very slopes of volcanoes. 
The human quality that makes this pos- 
sible is variously described as courage, 
indifference, fatalism or complacency. 
Whatever it is, it clearly is not an acute 
awareness of basic conditions nor is it 
an example of foresight or precaution. 
If the close proximity of tremendous, 
elemental physical forces is not enough 
to overcome the all-too-human tendency 
to inertia and indifference, how much 
easier it is to give way to those debili- 
tating tendencies when the damaging 
and disruptive forces are distant, ab- 
stract and almost unbearably compli- 
cated. 

We know, in a way, that immense 
possibilities for damage and evil are all 
around us but we do not act on that 
knowledge. We try, too successfully, 
to put these unpleasant thoughts in the 
back of our minds and go on with our 
business and pleasures as usual. But 
the rumbles and reverberations persist 
and we will soon be forced into some 
sort of action. 

The accounting profession has one 
of the heaviest responsibilities in this 
troubled time. Garbled and conflicting 
official statements and immense clots of 
gobbledy-gook thrown at the public and 
at business in the guise of government- 
al regulations and directives are evi- 
dences of our condition as are abortive 
control campaigns in which the leaders 
ride off madly in several directions at 
once and all the rest of the fuss and 
fury of a government sure that it must 


E951 


President’s Message 


do something quick and drastic but still 
undecided on just what should be done. 

The accountant should be, and can 
be, a most useful interpreter of govern- 
ment pronouncements. After a decade 
or so of exposure to revenue acts, regu- 
lations and treasury decisions almost 
anything seems simple and comprehen- 
sible and can be interpreted by the ac- 
countant. He is trained to analyze, to 
get down to fundamentals, to bring 
complicated conditions and_ transac- 
tions into an understandable form and 
compass. 

We will have a new controlled mate- 
rials plan with us on July 1 of this year 
and by May 1 we will have forms and 
regulations. The irreverent insist the 
initials “CMP” represent “confusion 
made permanent.” They need not do 
so. The accountant should try to un- 
derstand the forms and methods of 
this, and of other, control plans. He 
should explain them to his client and 
he should use all his professional skill 
and ingenuity to keep the paper work 
to a minimum. 

The accountant who makes the effort 
to understand what is going on, who 
keeps up with current government and 
business developments, will be able to 
be of immense service to his client. He 
cannot get this knowledge quickly but 
must keep informed from day to day, 
preparing for the problems which al- 
most certainly arise. The further we 
get into the defense program, or the 
further the defense program gets into 
us, the more valuable a clear-thinking, 
straight-talking adviser will be to the 
businessman. The accountant is emi- 
nently fitted to play such a role. 

Maurice E. PELOUBET 
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The Auditor’s Report 


Its Evolution in the U. S. A. 


By Grorce CocuRrane, C.P.A. 


Introduction 


i sinale the past half-century, the 
economy of the United States of 
America has undergone a series of 
changes of import to the rest of the 
world. 

In the year 1900, the population of 
the United States was approximately 
76 million ; to-day the population is esti- 
mated at something over 150 million— 
an increase of nearly 100 per cent. At 
the beginning of the century the num- 
ber of individual enterprises in the 
U.S.A., including manufacturing con- 
cerns and farms, was approximately 6 
million. To-day the number of such 
enterprises is estimated at 9.5 million. 
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As Sumner Slichter, one of our lead- 
ing economists, has pointed out, this 
means that there are 9.5 million “clus- 
ters of private initiative” busily at work 
conducting enterprises which they hope 
will be profitable. In 1900 the national 
income for the United States of Amer- 
ica was estimated at over $14,000 mil- 
lion. For the year 1949 it was more 
than $221,000 million. 

Accounting as a profession in Amer- 
ica has developed proportionately with 
the expansion of business enterprise, 
and it is recognized to-day as a fully 
professional form of activity. The con- 
cept of the auditor’s independence, 
from which arises the respect for the 
objectivity of his opinion, has become 
an integral part of American business 
philosophy. 

The economic role of the U.S.A. is 
crucial in the world of commerce and 
business to-day and the economic ob- 
jectives of its business men have and 
will continue to have, for a long time 
to come, a substantial impact every- 
where. 

Some of the broad problems Amer- 
ican business has faced and some of the 
alterations in business practices and 
principles which have occurred are 
clearly reflected in the evolution of 
American accounting. 

In the following discussion I propose 
to trace the major changes which have 
taken place in the form of the auditor’s 
report. In addition to the points of 
technical interest these changes reveal, 
they illustrate how business manage- 
ment has been called on to give the 
public a fuller account of its steward- 
ship. 

If those who to-day manage Amer- 
ican business are more accountable to 
the public will than was the case a half- 
century ago, then the “accountability” 
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of the accountant is also greater. The 
evolution of the auditor’s report is, per- 
haps, a special but certainly a revealing 
way of showing how and why some of 
these developments have come to pass. 

Since Great Britain was the birth- 
place of the American accounting pro- 
fession, the members of this audience 
may be particularly interested in know- 
ing how members of the same profes- 
sion, imbued with a common purpose 
but faced by different sets of circum- 
stances, have managed to follow differ- 
ent paths to the same goal. 


Background: Evolution of the 
Report 

Reference will be made in the course 
of this paper to seven examples! of 
auditor’s reports which have been used 
at different periods in the United 
States of America. The year given for 
each report indicates approximately 
the time when such report came into 
general use. 

The forms of reports are those gen- 
erally which have been used in connec- 
tion with accounts submitted to stock- 
holders by corporations engaged in 
industry and commerce. 

Reports Nos. 4, 5, 6 and 7 have been 
used not only in connection with ac- 
counts submitted to stockholders but 
also in reporting on financial state- 
ments filed by companies with the 
Securities and Exchange Commission. 


Basis of auditor’s responsibilities 

Since accountancy as a profession 
was introduced into the United States 
of America by British accountants dur- 
ing the second half of the nineteenth 
century, your auditing procedures were 
adopted by the early professional ac- 
countants in the United States. At the 
same time, the report which you used 
in those days was generally adopted, 
even though neither the American 
auditor’s responsibility nor his duties 
had any statutory background. 
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The United States of America is a 
Union comprising forty-eight sovereign 
states, plus a number of territories and 
possessions. Each state has its own 
government and passes its own laws, 
the Federal government dealing only 
with matters specifically and constitu- 
tionally delegated to it. Under the 
Federal laws there is no provision for 
the formation of corporations. Thus a 
corporation must be organized under 
the laws of one of the states—and not 
necessarily the state in which it oper- 
ates. While these laws, in general, are 
similar, they vary in a number of im- 
portant particulars, but in one particu- 
lar omission they are nearly all iden- 
tical; except in one or two states, the 
corporation laws do not require ac- 
counts to be audited. Audit require- 
ments generally arise from stock ex- 
change listing agreements and regula- 
tions of the Securities and Exchange 
Commission. 

In the absence of statutory provi- 
sion, the responsibilities of professional 
accountants in examining accounts is- 
sued to stockholders depend for their 
definition on: 

(1) Acceptance of responsibilities 

imposed through codes of ethics 
adopted by the professional so- 
cieties. 
Pronouncements by the profes- 
sional societies and the Securi- 
ties and Exchange Commission 
of accepted principles of ac- 
counting and procedures and 
standards of auditing. 


NO 


Court decisions under the gen- 
eral statutes. 


(3 


Until well after the end of the first 
world war there were practically no 
court decisions dealing with the duties 
and responsibilities of the auditor, 
other than British decisions, which lat- 
ter largely influenced the American 
accountant’s thinking and, consequent- 
ly, his procedures. 


The examples are quoted at the appropriate places in the text of this paper and are 


reproduced together on page 334. 
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The absence of statutory provisions 
requiring the issuance of accounts to 
stockholders or the audit of accounts 
where they were required to be sub- 
mitted, resulted in examinations which 
varied from a balance sheet audit to a 
full detailed examination, although the 
auditor’s report might be couched in 
the same words. Usually the auditor 
was engaged by the directors or man- 
aging officers and the report was 
directed to them. 


World War I 

The period of world war I, an event- 
ful one for the public accountant every- 
where, was particularly eventful for 
those practicing in the United States 
of America. Roughly, that war marks 
the introduction of our first income-tax 
law (in 1916 the rate was 2 per cent., 
which to-day seems unbelievably low ) 
and also the beginning of a great 
change in the investment habits of our 
citizens. 

The rapid increase in the number of 
individual stockholders widened exten- 
sively the area in which corporate ac- 
counts carrying auditors’ reports were 
circulated. As a result, there was a 
disproportionate increase in the num- 
ber of those receiving such reports who 
were ignorant of their significance. 
Misunderstanding as to the object of 
the auditor’s work was common, not 
only on the part of the average citizen 
but also on the part of bankers, credit 
grantors and business men. 

It was widely believed, and to some 
extent still is, that the auditor’s ex- 
amination imbued the figures contained 
in financial statements with meticulous 
accuracy; that the auditor’s opinion 
Was a guarantee. 

In an effort to correct these misun- 
derstandings, a booklet known as “A 
memorandum on balance sheet audits” 
was prepared by the American Insti- 
tute of Accountants at the request of 
the Federal Trade Commission, a gov- 
ernment bureau, which approved the 
booklet and transmitted it to the Fed- 
eral Reserve Board. 
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The Federal Reserve Board, after 
giving the document its provisional en- 
dorsement, published it in the Federal 
Reserve Bulletin of April, 1917. Re- 
prints under the title “Uniform ac- 
counting: a tentative proposal sub- 
mitted by the Federal Reserve Board” 
were distributed for the consideration 
of banks, bankers and banking asso- 
ciations ; merchants, manufacturers and 
associations of manufacturers; and 
auditors, accountants and associations 
of accountants. 

The bulletin was reissued in 1918 
under the same sponsorship with a new 
title—‘ Approved methods for the pre- 
paration of balance sheet statements.” 
There was practically no change from 
the 1917 issue except as indicated by 
the respective titles and a change in 
preface. The material contained in 
these bulletins was similar to that 
which is comprised in audit programs. 

This generally was the background 
of the independent public accountant in 
the United States of America in his 
auditing practice at the end of world 
war I. 


Origin of “certify” 

Report No. 1, used from about 1900 
until well after world war I, was 
worded as follows: 

We have audited the books and accounts 
of the ABC company for the year ended 
December 31, 1915, and we certify that, in 
our opinion, the above balance sheet cor- 
rectly sets forth its position as at the 
termination of that year, and that the 
accompanying profit and loss account 1s 
correct. 

The description of the auditor’s ex- 
amination as an audit of the books and 
accounts, and the use of the words “we 
certify”, doubtless was due to the con- 
tinuing influence of the English form 
of certificate. 

In 1895 your Institute had handed 
to the Companies Acts Amendment 
Committee a memorandum which said, 
in part, “It is necessary that auditors 
should be especially guarded in their 
certificate”, and in the judgment of the 
Court of Appeal in London and Gen- 
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eral Bank (No.2) (1895) it was stated 
that ‘the auditor has to... certify that 
the balance sheet presented is cor- 
yect ... 

A profession, new in the United 
States, was growing up and the new 
accountant was willing to give his 
client what he wanted, i.e. a certificate, 
even in many cases capitalizing the 
words “WE HEREBY CERTIFY.” To this 
day we have not entirely overcome the 
effect of this practice on the public 
mentality. 

By the end of world war I the United 
States had changed from a debtor to a 
creditor nation. The huge accumula- 
tion of wealth, extensively represented 
by government war bonds, released by 
the government policy of national debt 
reduction in the early 1920's, intro- 
duced a period of reinvestment, specu- 
lation and inflation encouraged by 
methods of financial reporting which, 
in some cases, as the period ran its 
course, became fantastic. 

Efforts were continually made by 
outstanding accountants to discourage 
these misleading accounting and re- 
porting methods but, unfortunately, the 
professional accountant was not then 
clothed with authority either by statute 
or by public acceptance. Corporate 
management frequently depended on 
its legal advisers for accounting advice 
and the efforts of accountants to obtain 
acceptance of the accounting principles 
involved were nullified by advice that 
the presentation desired by the com- 
pany was legal. 

Under the statutes of many of the 
states, it was, and still is, legally possi- 
ble to carry out transactions having ac- 
counting results not in accord with 
accepted accounting principles. Ac- 
counting principles were not then well 
defined and there was authoritative 
support for many practices which are 
banned to-day. The accountant now 
would look through the legal concept 
and insist on the applicable accepted 
accounting concept. 

As the 1920’s progressed, account- 
ants more and more frequently objected 
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to the practices used and many insisted 
upon qualifications in their reports. 
The qualifications were made by use of 
the words, “Subject to such and such, 
in our opinion”, or “On the basis indi- 
cated, in our opinion.” 

It was not until many years later 
that the American Institute of Ac- 
countants recommended that an opin- 
ion should not be given where the 
qualification was sufficiently material to 
negative the expression of an opinion. 

During the entire period 1900 to 
1929 the opinion paragraph of audi- 
tors’ reports included, as alternatives to 
“correctly sets forth’, such phrases as 
“exhibit a true and correct view”, “ac- 
curately record conditions”, “represent 
the true financial position.” The fore- 
going phrases implied a condition of 
exactitude which to-day is recognized 
as non-existent, in view of the conven- 
tions and philosophies which are the 
background of financial statements. 

In the majority of instances only 
balance sheets were published during 
this earlier period and the auditor’s 
work was generally confined to an ex- 
amination known as a “balance sheet 
audit.” The profit and loss account, 
referred to in Report No. 1 as correct, 
was usually one figure, shown on the 
balance sheet as the amount added to 
prior year’s surplus, without any sup- 
porting statement. 


The Situation in 1929 

During the year 1929 the bulletin 
“Approved methods for the prepara- 
tion of balance sheet statements”, 
which had been in use over ten years, 
was revised by a committee of the 
American Institute of Accountants. 
The revised bulletin, entitled ‘“Verifi- 
cation of financial statements”, was is- 
sued by the Federal Reserve Board for 
the consideration of bankers, mer- 
chants, manufacturers, auditors and ac- 
countants. Issuance to accountants was 
necessary because the membership of 
the American Institute of Accountants 
in 1929 totalled only 2,185 and other 
accountants, who were not members, 
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numbered over 11,000. Even as late as 
1929 the authority of the profession to 
speak on accounting matters had not 
reached a level where its pronounce- 
ments were accepted without the sup- 
port of other authority. 
The preface to this bulletin stated 
that 
“the scope of the work indicated in these 
instructions includes a verification of the 
assets and liabilities of a business enter- 
prise at a given date; a verification of the 
profit and loss account for the period under 
review and, incidentally, an examination of 
the accounting system for the purpose of 
ascertaining the effectiveness of the inter- 
nal check. ... The extent of the verifica- 
tion will be determined by the conditions 
in each concern.” 


While emphasis on the verification 
of the assets and liabilities was still re- 
tained, the verification of the profit and 
loss account was now added and was 
much more detailed than before. 

The additional concepts recorded in 
the 1929 bulletin were: 

(1) That the profit and loss (or in- 
come) account is of primary im- 
portance and, in consequence, 
that more audit work needs to 
be applied to profit and loss (or 
income) accounts. 


om, 
& 


That the auditor properly places 
reliance on internal control 
(where it exists) and need not 
check in detail each transaction. 


Instructions were given in the bul- 
letin as to the scope of the examination 
and the manner in which it should be 
carried out, if a report and opinion 
were to be issued. 

It was also recommended that the 
profit and loss account should be pre- 
pared in very much greater detail than 
formerly, so as to reveal the operating 
results for the period under review. 
Corresponding figures for one or more 
prior years also should be furnished, 
as being valuable information for the 
stockholder, prospective investor and 
the prospective credit grantor. 

Report No. 2, still referred to as a 
certificate, was devised to meet the re- 
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quirements of this bulletin and read as 
follows: 

We have examined the accounts of the 
ABC company for the period from January 
1 to December 31, 1929. 

We certify that the accompanying bal- 
ance sheet and statement of profit and loss, 
in our opinion, set forth the financial condi- 
tion of the company at December 31, 1929, 
and the results of operations for the period, 


It will be noted that this report did 
not refer to an examination of the 
books but only of the accounts, and the 
opinion covered not only the balance 
sheet but the statement of profit and 
loss, as setting forth the financial con- 
dition and the results of the operations 
for the period. 


The Ultramares Case (1931) 


As pointed out above, the corpora- 
tion laws do not provide definitions of 
auditors’ duties or responsibilities as 
such. Up to this time it had seemed to 
accountants self-evident that, if they 
were challenged, their liability would 
be measured by the principle of law 
that anyone who holds himself out to 
be skilled in any trade or profession 
and who is negligent in the perform- 
ance of his work, becomes responsible 
for damages only to his client. In the 
case of an auditor, the client was the 
board of directors or the management 
that engaged him. 

In the year 1931 there occurred an 
event which jarred the accountants’ 
complacency and caused the adoption 
of Report No. 3 (see page 334). 

A suit, dealing with their responsi- 
bilities and liabilities as auditors, was 
brought against a firm of professional 
accountants. This suit has become 
known as the Ultramares case. After 
being heard in the lower courts, the 
suit finally reached the Court of Ap- 
peals of the State of New York, the 
highest court in that state. The court 
held that an auditor’s obligation under 
his contract is to his client only and to 
him he is responsible for negligence. 
Third parties not privy to the contract 
cannot hold the auditor for negligence. 
There must be a greater degree of 
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culpability than mere negligence, as lia- 
bility of the auditor to third parties 
must lie in tort, and, therefore, gross 
negligence or fraud must be shown. 
The court said: 


although bankers, other credit 
grantors and investors may predicate their 
actions upon auditors’ reports, it is obvi- 
ous that no privity of contract can exist 
between the auditor and the public. The 
auditor’s liability to third parties is based 
upon the law of torts. 
“Negligence upon the part of an auditor”, 





said the court, 

“creates no liability to third parties unless 
the negligence is so great as to be deemed 
equivalent to fraud. In that case there must 
be a false representation of a material fact 
known to be false by the party making it, 
or else recklessly made; the misrepresenta- 
tion must be made with intent to deceive 
and for the purpose of inducing the other 
party to act upon it; the other party must, 
in fact, have relied upon it to his injury 
or damage. 


The court continued: 


“ 


. our holding does not emancipate ac- 
countants from the consequences of fraud. 
It does not relieve them if their audit has 
been so negligent as to justify a finding that 
they had no belief in its adequacy, for this 
again is fraud. It does no more than say 
that if less than this is proved, if there has 
been neither reckless mis-statement nor in- 
sincere profession of an opinion, but only 
honest blunder, the ensuing liability for 
negligence is one that is bounded by the 
contract and is to be enforced by the parties 
between whom the contract is made.” 


This decision was the most impor- 
tant rendered up to that time in the 
United States of America involving 
the duties and responsibilities of an ac- 
countant to his client. 

Substantially, the question was 
whether or not the audit had been so 
grossly negligent as to constitute con- 
structive fraud. If less than that were 
proved, the ensuing liability was one 
for negligence and could sustain a 
cause for action only by the party by 
whom the accountant had been en- 
gaged. The case was referred back to 
the trial court for rehearing but, un- 
fortunately for the profession at large, 
was settled before retrial. 

The Journal of Accountancy for 
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July, 1931, made the following editorial 
comment : 

“If we interpret this decision as the 
language seems to justify and if we may 
attempt to put it into an ordinary straight- 
forward statement, it seems that the sum of 
the whole matter is this: Gross negligence 
may be regarded as evidence that fraud 
may have existed.” 

The Journal of Accountancy also 
asked the rhetorical question: “What 
is the accountant to do?” and supplied 
an answer indicating further changes 
which were later made in accountants’ 
reports: 

“Every accountant’s report will be ad- 
dressed to the client only .. . the accountant 
will divide his report into two sections, one 
dealing with fact (that is, scope of ex- 
amination) and one with opinion. 

The accountant perhaps should abandon 

certificates and merely make reports. . | 

The word ‘certify’ which has been used for 

many years is quite inappropriate and 

should be abandoned. .. . It is absurd to 
speak of certifying an opinion.” 

Accountants, therefore, by again 
changing the wording of their reports, 
endeavored to make clear that the re- 
port was an opinion and not a guar- 
antee. The word “certify” was elimi- 
nated and words indicating agreement 
with the books were removed. Report 
No. 3 read: 

We have examined the accounts of the 
rionig® come for the year ended Decem- 
ber 31, 1931. In our opinion the accom- 
pil balance sheet and statement of 
profit and loss set forth the financial con- 
dition of the company at December 31, 
1931, and the results of its operations for 
the year ended that date. 


Correspondence with the Stock 
Exchange (1932-34) 


Need for improvement in financial 
reporting 

The period of the 1920’s ended with 
the stock market crash of October, 
1929. 

Demands arose from the public, pro- 
fessional and laymen alike, that meth- 
ods be formulated which would avoid 
the repetition of the misleading finan- 
cial reporting practices of the past 
years. 
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Recognizing the need for leadership, 
conferences were instituted between the 
special Committee on Co-operation 
with Stock Exchanges of the American 
Institute of Accountants and the Com- 
mittee on Stock List of the New York 
Stock Exchange. The latter committee 
reviews applications from corporations 
for trading privileges on the exchange. 
The conferences commenced in Sep- 
tember, 1932, and continued to Janu- 
ary, 1934. They were conducted in an 
atmosphere of political change, eco- 
nomic confusion, financial disruption 
and suspicion, all of which brought 
about the far-reaching economic and 
social changes symbolized by the term 
“The New Deal.” 

On September 22, 1932, the Insti- 
tute’s committee, in a letter to the 
Committee on Stock List, stated that 
the nature of a balance sheet or an in- 
come account was quite generally mis- 
understood, even by writers on finan- 
cial and accounting subjects. Conse- 
quently there were two major tasks to 
be accomplished : 

(1) to educate the public in regard to the 
significance of accounts, their value 
and their unavoidable limitations ; and 

(2) to make the accounts published by cor- 
porations more informative and au- 
thoritative. 

Alternatives for improving the exist- 
ing situation were suggested. First, the 
selection by competent authority, out 
of the body of acceptable methods in 
vogue, of detailed sets of rules which 
would become binding on all corpora- 
tions of a given class. This procedure 
had been applied broadly to railroads 
and other regulated utilities. The com- 
mittee felt, however, that there were 
overwhelming arguments against any 
attempt to apply this procedure to in- 
dustrial corporations. 

The second alternative and, in the 
committee’s opinion, the more practical 
one, was to leave every corporation free 
to choose its own method of account- 
ing within very broad limits—but to 
require disclosure of the methods em- 
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ployed and consistency in their appli- 
cation from year to year. 


Detailed suggestions by American In- 
stitute of Accountants to the New 
York Stock Exchange 
The letter from the American Insti- 

tute of Accountants listed a_ limited 

number of suggestions designed in part 
to carry out the general objective ex- 
pressed above. 

The committee advised the stock ex- 
change that the principal objects which 
should be kept constantly in mind 
were: 


(1) To bring about a better recognition by 
the investing public of the fact that 
the balance sheet of a large modern 
corporation does not and should not 
be expected to represent an attempt to 
show present values of the assets and 
liabilities of the corporation. 

To emphasize the fact that balance 
sheets are necessarily to a large ex- 
tent historical and conventional in 
character, and to encourage the adop- 
tion of revised forms of balance sheets 
which disclose more clearly on what 
basis assets of various kinds are stated 
(for example, cost, reproduction cost 
less depreciation, estimated  going- 
concern value, cost or market which- 
ever is lower, liquidation value). 

(3) To emphasize the cardinal importance 
of the income account, such importance 
being explained by the fact that the 
value of a business is dependent mainly 
on its earning capacity ; and to take the 
position that an annual income ac- 
count is unsatisfactory unless it is so 
framed as to constitute the best reflec- 
tion, reasonably obtainable, of the 
earning capacity of the business under 
the conditions existing during the year 
to which it relates. 

To make universal the acceptance, by 
listed corporations, of certain broad 
and generally accepted principles of 
accounting, and within the limits of 
such broad principles to make no at- 
tempt to restrict the right of corpora- 
tions to select detailed methods of ac- 
counting which they consider best 
adapted to the requirements of their 
business, but: 

(a) To ask each listed corporation 
to formulate a statement of the meth- 
ods of accounting and reporting it em- 
ployed in sufficient detail to be a 
guide to its accounting department; 
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to have the statement adopted by its 
board so as to be binding on its ac- 
counting officers; and to furnish the 
statement to the exchange and make it 
available to any stockholder on request 
and upon payment, if desired, of a 
reasonable fee. 

(b) To secure assurances: (1) that 
the methods so formulated will be fol- 
lowed consistently from year to year; 
and (2) that if any change in the 
principles or any material change in 
the manner of application is made, the 
stockholders and the exchange shall be 
advised when the first accounts are 
presented in which effect is given to 
such change. 

(c) To endeavor to bring about a 
change in the form of audit “certifi- 
cate’ so that the auditors would speci- 
fically report to the shareholders 
whether the accounts as presented were 
properly prepared in accordance with 
the methods of accounting regularly 
employed by the company, defined as 
already indicated. 


Request to listed companies 

In January, 1933, the President of 
the New York Stock Exchange ad- 
dressed a letter to the presidents of all 
corporations listed on that exchange, 
as follows: 

“The New York Stock Exchange has 
recently announced its intention of requir- 
ing audited listing applications after July 1, 
1933. The public response to this announce- 
ment indicates clearly that independent 
audits are regarded by investors as a use- 
ful safeguard. 

“If, however, such a safeguard is to be 
really valuable and not illusory, it is essen- 
tial that audits should be adequate in scope 
and the responsibility assumed by the 
auditor should be defined. . . .” 

The letter went on to say: 

. in furtherance of this end we should 
be greatly obliged if you will secure from 
your auditors upon the completion of the 
audit for the year 1932 and furnish to the 
Committee on Stock List for its use and 
not for publication, a letter which will 
contain information on the following 
points : 

1. Whether the scope of the audit con- 
ducted by them is as extensive as that 
contemplated in the Federal Reserve 
bulletin, “Verification of financial state- 
ments’. 

2. Whether all subsidiary companies con- 

trolled by your company have been 
audited by them. If not, it is desired 
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that the letter should indicate the rela- 
tive importance of subsidiaries not 
audited as measured by the amount of 
assets and earnings of such companies 
in comparison with the total consoli- 
dated assets and earnings, and should 
also indicate clearly on what evidence 
the auditors have relied in respect of 
such subsidiaries. 

Whether all the information essential 
to an efficient audit has been furnished 
to them. 

4. Whether in their opinion the form of the 
balance sheet and of the income, or 
profit and loss, account is such as fairly 
to present the financial position and the 
results of operation. 

Whether the accounts are in their 
opinion fairly determined on the basis 
of consistent application of the system 
of accounting regularly employed by 
the company. 

Whether such system in their opinion 
conforms to accepted accounting prac- 
tices, and particularly whether it is in 
any respect inconsistent with any of the 
principles set forth in the statement 
attached hereto.” 
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‘his request made it necessary for 
the auditors of all listed companies to 
review their procedures. In those cases 
where the procedures had not been as 
full as were required by the bulletin 
“Verification of financial statements”, 
arrangements were made for such work 
to be carried out in future. 

A letter dated December 21, 1933, 
addressed by the American Institute 
of Accountants to the Committee on 
Stock List said, in part: 

“While agreeing with your committee 
that in the case of large companies the 
safeguarding of transactions is primarily 
a matter of internal organization, we should 
like to make it clear that we fully appre- 
ciate the value of the detailed audit in 
appropriate cases. Where the internal check 
and control are necessarily limited or 
severely restricted, the detailed audit serves 
a most useful purpose, though no audit 
should be regarded as taking the place of 
sound measures of internal check and con- 
trol, except in cases where the organization 
is so small as to make adequate internal 
check impracticable.” 

The letter then referred to the bul- 
letin ‘Verification of financial state- 
ments”, as revised by the American 
Institute of Accountants in 1929, the 
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first sentence in the general instruc- 
tions of which read, in part: 


“The scope of the work indicated in these 
instructions includes . . . an examination 
of the accounting system for the purpose 
of ascertaining the effectiveness of the 
internal check.” 


In commenting on this excerpt from 
the bulletin, the Institute added: 


“We would, however, point out that it is 
always a matter of judgment on the part 
of corporate management to weigh the 
risks against which safeguards are desir- 
able in comparison with the cost of provid- 
ing safeguards. The whole matter lies in 
the field of discretion, and if in any case a 
defalcation should occur and escape de- 
tection, the accountants cannot be expected 
to accept any financial responsibility, but 
only to accept such blame as may attach 
to a possible error of judgment on their 
part with respect to their review of the 
methods and extent of the internal check 
and control.” 


The auditor's new report 


Arising out of the correspondence 
above referred to, Report No. 4 was 
suggested : 


We have made an examination of the 
balance sheet of the ABC company as at 
December 31, 1933, and of the statement 
of income and surplus for the year 1933. 
In connection therewith, we examined or 
tested accounting records of the company 
and other supporting evidence and obtained 
information and explanations from officers 
and employees of the company; we also 
made a general review of the accounting 
methods and of the operating and income 
accounts for the year, but we did not make 
a detailed audit of the transactions. 

In our opinion, based upon such exami- 
nation, the accompanying balance sheet and 
related statement of income and surplus 
fairly present, in accordance with accepted 
principles of accounting consistently main- 
tained by the company during the year 
under review, its position at December 31, 
1933, and the results of its operations for 
the year. 

This report was submitted by the 
Committee of the American Institute 
of Accountants with the following sug- 
gestions : 

“It is contemplated that before signing 
a report of the type suggested, the account- 
ant should have at least made an ex- 
amination of the character outlined in the 


324 


bulletin, ‘Verification of financial state- 
ments’. 

“The report should be addressed to the 
directors of the company or to the stock- 
holders, if the appointment is made by 
them, 

‘The statement of what has been ex- 
amined would, of course, conform to the 
titles of the accounts or statements reported 
upon. 

“In the second sentence, any special 
forms of confirmation could be mentioned, 
e.g. ‘including confirmation of cash and 
securities by inspection or certificates from 
depositaries’. 

“This certificate is appropriate only if 
the accounting for the year is consistent 
in basis with that for the preceding year. 
If there has been any material change, 
either in accounting principies or in the 
manner of their application, the nature of 
the change should be indicated. 

“It is contemplated that the form of re- 
port be modified when and as necessary to 
embody any qualifications, reservations or 
supplementary explanations.” 


While the requirements here out- 
lined could only be enforced against 
companies listed on the Stock Ex- 
change and their auditors, it immedi- 
ately became evident that the accounts 
of unlisted companies and the examina- 
tion thereof by accountants might well 
be considered inadequate unless the 
requirements had been met. 


The Securities Act and other 
Legislation (1933-40) 


Scope of the Acts 

The conferences between the com- 
mittee of the American Institute of 
Accountants and the New York Stock 
Exchange during the two-year period, 
1932-34, were carried on against a 
background of severe public criticism 
of the financial community and cor- 
porate management throughout the 
United States. 

The Congress of the United States 
passed a series of Acts, i.e., the Securi- 
ties Act of 1933, the Securities Ex- 
change Act of 1934, the Public Utility 
Holding Company Act of 1935 and the 
Investment Company Act of 1940. 

While the scope of these Acts is 
nation-wide and they regulate many 
matters which previously had been con- 
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sidered the exclusive field of state legis- 
lation, the number of companies re- 
quired to register under these Acts is 
but a small proportion of the companies 
doing business in the United States. 

A commission composed of five com- 
missioners appointed by the President 
of the United States of America was 
given authority to make, amend and 
rescind rules and regulations necessary 
to carry out the provisions of the Acts. 

The commission was authorized to 
prescribe the form in which should be 
set forth the items or details in balance 
sheets or earnings statements to be sub- 
mitted to the commission. It was also 
to prescribe the methods to be followed 
in the preparation of the accounts, in 
the appraisal or valuation of assets or 
liabilities, in the determination of de- 
preciation and depletion, in the differ- 
entiation of recurring and non-recur- 
ring income and of investment and 
operating income and other matters. 

The Acts also reversed the rule that 
the burden of proof should be on the 
accuser and, where the Acts were op- 
erative, placed this burden on the ac- 
cused. The only other Acts where this 
is so are the Income Tax Acts. 

The accounting and auditing pro- 
cedures required by the Securities and 
Exchange Commission and the penal- 
ties for failure to follow these proce- 
dures do not apply to balance sheets 
and accounts submitted by corporations 
to their stockholders or to the accounts 
of corporations not registered with the 
commission. 

Nevertheless, if statements submit- 
ted to stockholders become the subject 
of litigation, it is believed the courts 
will take judicial notice of the account- 
ing requirements of the Securities Acts 
and the type of disclosure required by 
these Acts. Consequently, great atten- 
tion is now given to disclosure in cor- 
porations’ accounts to stockholders, 
and such statements are littie, if any, 
more condensed than similar state- 
ments supplied to the Securities and 
Exchange Commission. However, the 
detailed schedules required by the com- 
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mission, as a rule, are not issued to 
stockholders. 

Considerations of disclosure fre- 
quently cause the addition of notes to 
stockholders’ accounts. Such notes 
may be added for the purpose of elabo- 
ration, but an item which is incorrect 
cannot be corrected by a note. When 
correction is needed it must be given 
effect in the statement. 

When reviewing certain British 
company balance sheets at December, 
1949, it was interesting to find that 
notes had been added and that these 
notes were referred to in your reports. 


Auditors’ liabilities under 

Securities Act 

The civil liabilities affecting auditors 
under the Securities Act of 1933, as 
amended, are: 

Section 11 (a) 

“In case any part of the registration 
statement, when such part became effective, 
contained an untrue statement of a material 
fact or omitted to state a material fact re- 
quired to be stated therein, or necessary to 
make the statements therein not misleading, 
any person acquiring such security (unless 
it is proved that at the time of such acquisi- 
tion he knew of such untruth or omission) 
may... sue... every accountant, ... 
who has with his consent been named as 
having ... certified any part of the regis- 
tration statement, . . . with respect to the 
statement in such registration statement, 

which purports to have been 
certified by him.” 

The suit may be to recover damages 
representing the difference between the 
amount paid for the security and (1) 
its value at the time the suit was 
brought, or (2) the price at which the 
security had been disposed of in the 
market before the suit was brought, or 
(3) the price at which the security had 
been disposed of after the suit. 

Liability may attach to an auditor 
under the ‘Act for an error of judgment 
regarding the extent of the examination 
which he should have made, or through 
honest error or oversight on the part of 
an assistant normally competent and 
reliable. Obviously the cost, if an ac- 
countant is held liable, may amount to 
a very substantial sum. 
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The liability is somewhat compli- 
cated by the provision of the code, that 
reasonable belief by an expert as to 
truth and material fact must extend in 
point of time until the statements filed 
with the commission have become ef- 
fective. This latter date almost invari- 
ably is later than the date of the audi- 
tor’s report. , 

The standard of reasonableness when 
applied to the investigation to be made 
shall be that required of a prudent 
man in the management of his own 
property. 

The Act, of course, placed a new and 
heavy responsibility on the professional 
accountant and, of necessity, increased 
his authority. 

Consideration by the commission’s 
staff, of the accounting principles used 
by the companies filing reports and of 
the audit procedures undertaken by the 
independent accountant in such cases, 
has led to a much wider knowledge of 
what is and is not, being done by cor- 
porations and accountants. Accounting 
principles and auditing procedures in 
specific cases are the subject of frequent 
conferences between the appropriate 
committees of the American Institute 
of Accountants and the commission’s 
staff, in order to arrive at definitions 
satisfactory to both or an understand- 
ing of differences, when they exist. 


Bulletin—“Examination of 
Financial Statements”—(1936) 


The American Institute of Account- 
ants, as the authoritative representative 
of a profession now well established in 
the business community, undertook the 
responsibility of revising earlier pam- 
phlets and in 1936 issued a_ bulletin 
known as the “Examination of finan- 
cial statements by independent public 
accountants.” The preface stated that 
“developments of accounting practice 
during recent years have been in the 
direction of increased emphasis on ac- 
counting principles and consistency in 
their application and a fuller disclosure 
of the basis on which the accounts are 
stated.” These developments had been 
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accelerated by the prominence given to 
them in regulations of the Securities 
and Exchange Commission dealing 
with financial statements and also in 
the correspondence between the Amer- 
ican Institute of Accountants and the 
New York Stock Exchange. 

The bulletin pointed out that the 
suggestions were intended to apply to 
examinations by independent public ac- 
countants of financial statements pre- 
pared for credit purposes and for an- 
nual reports to stockholders. 


A Major Fraud Case (1939) 
Features of the case 

American accountants had but com- 
menced to practice in accordance with 
the 1936 bulletin when a serious fraud 
was disclosed in the accounts of 
McKesson & Robbins, Incorporated, 
which, for many years, had been 
audited by a prominent firm of inde- 
pendent accountants. 

In the consolidated balance sheet of 
the company with a total of about $87 
million of assets, approximately $19 
million were found to be entirely 
fictitious — fictitious inventory items 
amounting to $10 million and fictitious 
accounts receivable amounting to $9 
million. The case had a number of 
unique features : invoices, advices, ship- 
ping and other documents using ficti- 
tious names ; recording fictitious trans- 
actions; forged contracts, guarantees 
and supposedly independent credit rat- 
ing reports. 

The president of the company had 
been living under a false name and was 
assisted in his malpractices by three 
brothers, also using false names, and 
occupying, respectively, the positions 
of assistant treasurer, manager of re- 
ceiving, shipping and warehousing, and 
manager of offices, mailing, bank ac- 
counts and other activities. The presi- 
dent of the company had previously 
been convicted of commercial fraud, 
carried out in co-operation with his 
brothers. Before the investigation had 
proceeded far, the president committed 
suicide. 
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The Auditor's Report 


S.E.C. hearing 

After a great deal of ill-informed 
discussion in the public press and in- 
vestigation by both federal and state 
officers, a hearing was held before the 
Securities and Exchange Commission 
with three particular objectives. First, 
the ascertainment of the character, de- 
tail and scope of the audit procedure 
which had been carried out. Second, 
the extent to which prevailing and gen- 
erally accepted standards of audit pro- 
cedure had been adhered to and ap- 
plied. Third, the adequacy of the 
safeguards inherent in the generally 
accepted audit procedure to assure re- 
liability and accuracy of financial state- 
ments. Many expert witnesses were 
called and the whole matter was very 
thoroughly reviewed. There is no 
point, at this time, in reviewing all the 
matters taken up but, because of their 
relative size and the outcome, particu- 
lar attention may be directed to inven- 
tories and accounts receivable. 

The Securities and Exchange Com- 
mission, in regard to accounts receiv- 
able, found that, as a whole, the audit 
program conformed to then generally 
accepted procedures for an examination 
of financial statements, although con- 
firmation of the accounts receivable by 
direct communication with the debtor 
was not included in the program. 
The facts of the case demonstrated the 
utility of circularization and the desir- 
ability of this procedure. 

However, there seemed to exist a 
difference of opinion among account- 
ants as to the extent of the auditor’s 
duties and responsibility in physical 
verification of quantities, quality and 
condition of inventories. A substantial 
proportion of the profession took the 
position that investigation of quantities, 
quality and condition should be con- 
fined to the records. An equally au- 
thoritative opinion supported the view 
that auditors should make physical in- 
spection of the inventory, either by 
test-counts, by observation of inven- 
tory-taking, or by a combination of 
these methods. 
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The outcome of this inquiry was to 
make the confirmation of receivables 
and contact with inventories by ob- 
servation of inventory-taking manda- 
tory audit procedures. 


American Institute recommendations 

The report of the Securities and Ex- 
change Commission was not released 
until 1940 and by that time the Amer- 
ican Institute of Accountants had 
adopted modifications of the bulletin 
“Examination of financial statements” 
issued in 1936. The modifications were 
published in a pamphlet called “Exten- 
sions of auditing procedure”, which 
became the first of a series of twenty- 
four statements on auditing procedure 
subsequently issued by the Institute. 

Recognizing the obvious require- 
ments of the evidence before the com- 
mission, there was introduced into a 
new Report, No. 5, the statement that 
a review of the system of internal con- 
trol had been carried out and that the 
examination had been made “by meth- 
ods and to the extent deemed appro- 
priate.” The report, recommended by 
the American Institute of Accountants, 
read: 

We have examined the balance sheet of 
the ABC company as of December 31, 1939, 
and the statements of income and surplus 
for the fiscal year then ended, have re- 
viewed the system of internal control and 
the accounting procedures of the company 
and, without making a detailed audit of the 
transactions, have examined or tested ac- 
counting records of the company and other 
supporting evidence, by methods and to the 
extent we deemed appropriate. 

In our opinion, the accompanying balance 
sheet and related statements of income and 
surplus present fairly the position of the 
ABC company at December 31, 1939, and 
the results of its operations for the fiscal 
year, in conformity with generally accepted 
accounting principles applicd on a_ basis 
consistent with that of the preceding year. 
The use of this report (in the light 

of “Extensions of auditing procedure” ) 
required the auditor to satisfy himself, 
by suitable observation and inquiry, as 
to the effectiveness of the methods of 
inventory taking and the measure of 
reliance which could be placed on the 
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inventory records and the clients’ rep- 
resentations as to quantity and condi- 
tion. The American Institute’s recom- 
mendation, however, laid special em- 
phasis on the fact that the auditor did 
not hold himself out as a general ap- 
praiser, valuer or expert in materials. 
Implicit in the new report also was the 
representation that accounts receivable 
had been confirmed by direct corre- 
spondence where appropriate. 

The findings and conclusions of the 
Securities and Exchange Commission 
upon the conclusion of the inquiry into 
the McKesson and Robbins case event- 
ually were made effective for the pur- 
poses of the commission by amending 
their rules. In issuing this amendment, 
the commission stated that the auditor’s 
Report No. 5 recommended by the 
American Institute of Accountants was 
defective for the purposes of the com- 
mission, in that the report did not state 
whether the examination had been 
made in accordance with generally ac- 
cepted auditing standards applicable in 
the circumstances and did not state 
whether any procedures deemed neces- 
sary by the auditor had been omitted. 


In order to meet the commission’s 
view, Report No. 5, recommended by 
the American Institute of Accountants, 
was amended by the addition of the fol- 
lowing words to the first paragraph: 


Our examination was made in accordance 
with generally accepted auditing standards 
applicable in the circumstances and in- 
cluded all procedures we considered neces- 
sary. 


So Report No. 6 became the report 
in general use and read: 


We have examined the balance sheet of 
the ABC company as of February 28, 1941, 
and the statements of income and surplus 
for the fiscal year then ended, have re- 
viewed the system of internal control and 
the accounting procedures of the company 
and, without making a detailed audit of the 
transactions, have examined or tested ac- 
counting records of the company and other 
supporting evidence, by methods and to the 
extent we deemed appropriate. Our ex- 
amination was made in accordance with 


generally accepted auditing standards ap- 
licable in the circumstances and it included 
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all procedures which we considered neces- 
sary. 

In our opinion, the accompanying balance 
sheet and related statements of income and 
surplus present fairly the position of the 
ABC company at February 28, 1941, and 
the results of its operations for the fiscal 
year, in conformity with generally accepted 
accounting principles applied on a_ basis 
consistent with that of the preceding year. 


The report to-day 
Finally, in 1949, Report No. 7 was 
introduced, after nearly twenty years 
of practice under conditions which had 
grown out of the correspondence with 
the Stock Exchange and the creation 
of the Securities and Exchange Com- 
mission. This report read: 
We have examined the balance sheet of 
ABC company as of December 31, 1949, 
and the related statements of income and 


surplus for the year then ended. Our ex- 
amination was made in accordance with 
generally accepted auditing standards, and 
accordingly included such tests of the ac- 
counting records and such other auditing 
procedures as we considered necessary in 
the circumstances. 

In our opinion, the accompanying balance 
sheet and statements of income and surplus 
present fairly the financial position of ABC 
company at December 31, 1949, and the 
results of its operations for the year then 
ended, in conformity with generally ac- 
cepted accounting principles applied on a 
basis consistent with that of the preceding 
year. 

Auditing standards had now been 
established through the issuance of the 
American Institute of Accountants’ 
“Tentative statement of auditing stand- 
ards” and the auditor’s report was re- 
quired to state that the examination 
had been carried out in accordance 
with such standards. 

As it was now widely known and 
accepted that an auditor relied, and 
was entitled to rely, on the internal 
control in existence and on testing and 
sampling, rather than detailed exami- 
nation, reference to these facts in the 
report was no longer required. 

About 1948, the 1936 bulletin “I:x- 
amination of financial statements” was 
recognized as obsolete, in view of the 
numerous important developments 
since its publication, and was allowed 
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to go out of print. In June, 1950, the 
American Institute of Accountants 
published a new pamphlet, “Audits by 
certified public accountants”, which 
summarizes all the auditing standards 
and procedures agreed upon up to that 
time. 


The Auditor To-day 


While the American accountants’ 
work is by no means limited to audit- 
ing, the auditor’s report has become a 
document of great importance when the 
validity of financial reports is being 
considered. 


Appointment 

The auditor is nearly always ap- 
pointed by the directors, not unusually 
by a small audit committee composed 
of directors other than managing direc- 
tors, with which committee the details 
and results of the audit are frequently 
discussed. In some few cases the stock- 
holders are the client, the appointment 
being made at the general meeting. 

There is no longer doubt as to the 
purpose of the auditor’s appointment. 
He is engaged to examine the balance 
sheet and related statements, which are 
representations of management, in or- 
der that he may offer an opinion there- 
on, and the examination must be made 
in accordance with specified standards. 
The standards are determined by the 
authority of the general body of pro- 
fessional accountants through the 
American Institute of Accountants, by 
means of carefully considered pro- 
nouncements, after careful research. 
The examination of books, records and 
other sources of information is made 
to obtain the best evidence available in 
justification of the opinion and such 
evidence is recorded by the auditor in 
carefully compiled files of working 
papers. 

The examination is the detail of the 
auditor’s work, the giving of an opinion 
is the objective. The auditor must as- 
sume the responsibility for determining 
the minimum detailed work to be un- 
dertaken and this responsibility is not 
one which can be shared by the client. 
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Independence 

Professional accountants in the 
United States who obtain the title 
C.P.A. are frequently described as in- 
dependent certified public accountants. 
This description is intended to em- 
phasize the fundamental requirement of 
independence. 

As it has been suggested, not infre- 
quently, that the manner in which audi- 
tors are appointed in America repre- 
sents a weakness in regard to independ- 
ence, it seems desirable to consider this 
question. 

As is above stated, the auditor, in the 
majority of cases, is appointed by the 
board of directors. In some few cases 
the appointment is made by vote of the 
stockholders at the general meeting. 
The choice seems to lie between these 
two methods of appointment. 

After careful consideration, the con- 
clusion has been reached that there is 
much advantage in the appointment 
being made by the board of directors 
and practically no disadvantage. Direc- 
tors know better than stockholders the 
character of the firms of accountants 
available for employment and are more 
likely to hear criticism of the account- 
ant’s work. The directors have a fuller 
understanding of the intricacies of the 
business and accounting than the aver- 
age stockholder. In addition, directors 
have personal responsibility for the 
management of the company and its 
financial reports. A sub-committee of 
the board of directors can, and fre- 
quently does, meet with the auditors 
and discuss understandingly and in de- 
tail any matters the auditors or the 
board consider desirable. 

As the general meetings are attended 
by a relatively small number of stock- 
holders voting personally, and a proxy 
committee of directors usually voting 
by proxies solicited at the expense of 
the company, appointment by stock- 
holders’ vote is, in effect, appointment 
by the directors. 

The general opinion in America is 
that independence is a “state of mind” 
not affected by the source of appoint- 
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ment. Stockholder appointment is no 
doubt an attractive theory but it is not 
believed it adds to the auditor’s inde- 
pendence. Independence is objectivity 
of thinking and impartiality of decision 
and to suggest that independence is im- 
paired or strengthened by the source of 
the appointment is to imply a congenital 
human weakness which, where it 
exists, will not be removed by altering 
the entity making the appointment. 

The standard of independence, as set 
by the American Institute of Account- 
ants in its rules of professional con- 
duct, is as follows: 


“A member shall not express his opinion 
on financial statements of any enterprise 
financed in whole or in part by public dis- 
tribution of securities if he owns or is com- 
mitted to acquire a financial interest in the 
enterprise which is substantial either in 
relation to its capital or to his own personal 
fortune, or if a member of his immediate 
family owns or is committed to acquire a 
financial interest. ... A member shall not 
express his opinion on financial statements 
which are used as a basis of credit if he 
owns or is committed to acquire a financial 
interest unless in his report he dis- 
closes such interest.” 


The rule on independence laid down 
by the Securities and Exchange Com- 
mission is, in part, that: 


“An accountant 
independent with respect to any person 
(corporation) in whom he has any sub- 
stantial interest, direct or indirect, or with 
whom he is, or was during the period of 
report, connected as a promoter, under- 
writer, voting trustee, director, officer or 
employee.” 


will not be considered 


The rule further states that: 


“The commission will give appropriate 
consideration to . . . evidence bearing on 
all relationships between the accountant 
and the registrant (the company) and will 
not confine itself to relationships existing 
in connection with the filing of reports with 
the commission.” 


O pinion 

The opinion must avoid ambiguity ; 
it must be without equivocation, and 
must report whether the statements 
have been compiled in accordance with 
accepted accounting principles consist- 
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ently applied throughout the year and 
from year to year. 

Should the auditor require to qualiiy 
his report, he must state what the quali- 
fication is and its effect. If the qualifi- 
cation is material in amount or effect, 
the auditor must not offer an opinion 
on the statements as a whole and must 
state why he does not. 

The scope paragraph of the report, 
describing the work, may give addi- 
tional information as to. particular 
items which have been examined ; how- 
ever, because such explanations could 
be interpreted as an effort to evade re- 
sponsibility, this paragraph generally is 
not varied. 

American accountants understand 
that English company law requires the 
auditor to report that the balance sheet 
is in accordance with the books of the 
company. While it is recognized, in 
the United States of America, that the 
financial statements are compiled from 
the books, it is not considered necessary 
to say so as, owing to summarization 
and reclassification, it is seldom that 
such statements will agree with the 
books, item for item. Nor is it believed 
necessary to state in the report that in- 
formation and explanations have been 
received as, were this not so, the opin- 
ion would not be given. 

The report now used, No. 7, requires 
that the opinion shall be expressed that 
“the financial statements present fairly 
the financial position in accordance 
with generally accepted accounting 
principles applied on a_ consistent 
basis.” Generally accepted accounting 
principles are rules and doctrines de- 
veloped over a period of years, which 
authoritative bodies, the American In- 
stitute of Accountants in particular, 
have adopted as best calculated to pre- 
sent fairly the financial position and 
the results of operations. 

The accounting research bulletins of 
the Accounting Procedure Committee 
of the American Institute of Account- 
ants, while a guide on many controver- 
sial accounting subjects, are not con- 
sidered to have indisputable authority 
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until they have gained general accept- 
ance from use by corporations and the 
practice of the general body of practic- 
ing accounting firms. 

Accounting principles are not static, 
being constantly under consideration 
and review in the light of changing 
conditions. 

Even now, consideration is being 
given to all the bulletins which have 
been issued to the end that they shall 
be brought up to date and, if possible, 
codified. It is not intended that ac- 
cepted principles shall be a set of fixed 
rules but a background, against which 
corporation officials and others shall 
exercise judgment in adopting a par- 
ticular method to record in accounts 
any of the varied situations which arise 
from the operations of business. 

Should it become desirable to change 
the methods of accounting previously 
adopted, the effect of the change must 
be disclosed and the auditor in his re- 
port may express his approval of the 
change. If he disapproves and the ef- 
fect is material he will either qualify 
his opinion or not offer an opinion. 

As accounting principles are not 
rigid and there exists a choice in their 
application, consistency is of major im- 
portance and the auditor is required to 
express his opinion with respect to con- 
sistent application. 

Responsibility continues to be placed 
upon the accountant but now he also 
has authority. The day is long past 
when others than accountants deter- 
mined acceptable solutions of account- 
ing problems. By education, training 
and self-discipline the certified public 
accountant has set for himself a pro- 
fessional status fully equal to that of 
the older professions of medicine and 
law. 

To justify this public acceptance, the 
members of the American Institute of 
Accountants and nearly all the state so- 
cieties have adopted codes of ethics 
which are as severe as those of any 
other professional body. What is more 
important, the codes are strictly admin- 
istered. 
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Corporations 

From the beginning of the century 
until after the market crash of 1929 
there had been little recognition by cor- 
poration management of its obligation 
to supply stockholders with any but the 
most meagre information, despite the 
fact that those who were known as the 
“insiders” invariably obtained any in- 
formation they required. The need or 
even desirability of publishing infor- 
mation of interest to employees had not 
been considered. Financial reports 
were condensed, on the theory that if 
information had been made available it 
would have been used by competitors, 
unions and speculators to the disadvan- 
tage of the reporting corporation. 

With the introduction, as a result of 
the correspondence between the Amer- 
ican Institute of Accountants and the 
Stock Exchange and under Securities 
Act practice, of the requirement to dis- 
close material fact and information re- 
quired to make the data published not 
misleading, these reticences were swept 
away. Directors were no longer pre- 
pared to accept the responsibility of 
non-disclosure and, in any event, ex- 
perience soon demonstrated that the de- 
trimental results which had been feared 
never materialized. 

Directors and management now rec- 
ognized their responsibility to account 
not only to the proprietors of business 
but to employees and the public at 
large. To discharge this responsibility, 
accounts are fairly presented only if in 
accordance with accepted principles of 
accounting consistently maintained. 
Accounts are “fair” in that they are im- 
partial, equitable ; and “present” in that 
they exhibit to view, bring to notice, 
disclose material facts. In the past, 
conservatism has been widely praised 
as an accounting virtue, even to the ex- 
tent of condoning departures from ac- 
curacy. While conservatism is still one 
of the attributes of accounting, under- 
statement may be as objectionable as 
overstatement. 

The balance sheet, statement of 
financial condition, or statement of 
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ownership as it is now frequently en- 
titled, must adequately disclose the in- 
formation it purports to convey. The 
profit and loss account is no longer the 
tightly condensed, uninformative state- 
ment of former years. Sales, cost of 
sales, details of expenses, taxes and 
unusual or non-recurring items are 
shown, so that the net income for the 
year is a meaningful figure. The results 
shown by the statements are compar- 
able with similar figures of prior years 
because of the required consistent ap- 
plication of accounting principles. 

In the United States of America 
there are a number of financial report- 
ing agencies, and directors and man- 
agement recognize that the public turns 
to these agencies for information and 
guidance. Corporate reports must, 
therefore, be reasonably susceptible to 
statistical processes. 

Stockholders’ reports are up to date, 
many corporations, the largest as well 
as those of moderate size, completing 
and publishing their annual accounts 
within sixty to ninety days of the year- 
end. Many financial and investing cor- 
porations issue accounts quarterly. 

In financial reporting, American 
management is meeting the demand 
that not only results but information 
shall be supplied to the proprietors of 
the business and the public at large. 


Public effect 

The interest of government in the 
results of business naturally has height- 
ened with the increasing need for 
greater revenue through taxation. The 
demands of unionized labor, direct or 
through social legislation, continually 
require more and more dependable fig- 
ures, made acceptable by disinterested 
professional opinion thereon. Banks, 
finance and factoring companies and 
other credit graniors generally demand 
audited statements when considering 
applications for loans. These institu- 
tions—government, banks and labor 
union experts—however, constitute a 
sector of the public which is educated 
to a full understanding of the science 
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and art of accounting. They can he 
depended upon to know the language 
of accounting, its conventions and the 
significance of the auditor’s report. Un- 
fortunately, there are millions of indi- 
vidual investors who are neither edu- 
cated in the language of accounts nor 
informed as to its conventions. While 
no science or art can expect to express 
itself in unscientific or unartistic terms, 
every effort should be made, particu- 
larly in a field charged with public in- 
terest, as is accountancy, to avoid lan- 
guage known only to the initiated. 

Is it possible that, in their present 
form, using the conventional terms, 
financial reports are not understand- 
able by the masses, to whom facts must 
be told if the world-wide attacks on 
free enterprise are to be repelled and 
the attackers defeated ? 

A recent independent survey of pub- 
lic opinion in America brought to the 
attention of the professional accountant 
the need that exists for much wider 
education of those who should be in- 
formed by financial statements and the 
directors’ and auditors’ reports ap- 
pended thereto. 

The survey produced the following 
findings: 

45 per cent. of the public believes that the 
reported profits of corporations are 
understated. 

59 per cent. of the public believes that it is 
difficult to understand an income state- 
ment. 

40 per cent. of the public does not under- 
stand many of the terms used in account- 
ing. 

These figures are perhaps no cause 
for great alarm, though we must surely 
consider them soberly. One might even 
say that the surprising thing is not so 
much the widespread lack of belief 
which corporate reports seem to have, 
but rather the fact that the area of dis- 
belief is not even wider. For, after all, 
the practice of reporting fully and com- 
pletely to investors and the general 
public in the U.S.A. is of comparative- 
ly recent origin, if we consider things 
on a long-range basis. It is quite clear 
that, as American business grows and 
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becomes more complex, business man- 
agement will move further and further 
in the direction of still more compre- 
hensive reports prepared always with 
a view toward satisfying the needs of 
third parties and the public generally. 
My own belief is that business will suc- 
ceed in fostering greater confidence in 
its reporting methods—and that the 
accounting profession will be able to 
play an important role in this develop- 
ment. 





Conclusion 


In the light of the facts uncovered 
by an examination of accounting his- 
tory in the United States, it seems to 
me that three conclusions are inescap- 
able. 

First, the accounting profession in 
the United States has gone through an 
evolution different in form from that 
followed by the profession in Great 
Britain. One interesting aspect of this 
is somewhat paradoxical: In Great 
Britain, which gave the world the com- 
mon law, the development of the ac- 
counting profession doubtless received 
much impetus from the requirements 
of statutes making audits compulsory, 
whereas in the United States, where 
government rests to a greater extent 
upon statutes, auditing has developed 
because the business community has 
recognized the independent audit as 
commercially desirable. The account- 
ing profession in the United States is 
dependent for its authority in auditing 
on a form of common law based on the 
decisions of the organized profession 
and the acceptance of such decisions by 
the public at large. 

Second, the changes which have 
taken place in the field of auditing in 
the United States have been designated 
very largely by concrete economic cir- 
cumstances, intermixed with important 
ethical considerations flowing out of 
changing ideas about management re- 
sponsibilities to the public. This is as 
it should be. It would be unrealistic to 
assume that important changes could 
or should be brought about in a vacu- 
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um. Changes in accounting methods 
tend to be most sound when they re- 
flect changing economic and business 
conditions. 


Third, although the profession in the 
United States and the profession in 
Great Britain have evolved along 
slightly different patterns, the basic 
goals of each have remained similar. 
When we consider auditing as a group 
of techniques for measuring, checking 
and evaluating business progress, in a 
spirit of independence and objectivity, 
we find that the aims of the profession 
in both countries are, after all, substan- 
tially identical. 

In my concluding remarks, I would 
like to suggest that the third point— 
the identity of our interests and aims 
—is of very broad and sweeping im- 
portance to the economy of the whole 
world. The reason that importance at- 
taches to this fact seems to me clear. 
To-day, in a time when crisis seems to 
be constantly in the air, a great part of 
the task of providing world leadership, 
in terms of economic and _ political 
thinking, has fallen to the United 
States and to Great Britain. Moreover, 
the views of business men in these two 
countries exert a powerful influence on 
world economic thinking and on politi- 
cal activities designed to accomplish the 
best ends we can envisage. I do not 
believe many people would deny that in 
the foreseeable future Great Britain 
and the United States will continue to 
play major roles. This is true both 
with respect to broad and long-range 
activities, such as the building of poli- 
tical structures dedicated to peace, and 
with respect to more specific and im- 
mediate goals, such as the efforts being 
made on both sides of the Atlantic for 
the economic development of under- 
developed areas. 

If this is so, then it is very good, in- 
deed, that the members of the account- 
ing profession, going beyond the spe- 
cific differences caused by their national 
histories, are able to find a common 
basic unity in the philosophies and 
practices which provide the real mo- 
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tivation and driving force for their 
growth. 

It has not been my intent to digress 
into fields of politics and economics 
my original purpose has been to discuss 
the development of the auditor’s report 
in the United States. None the less, as 
I conclude, I think itds reasonable and 
proper for us to take comfort and in- 
spiration from the fact that we seem to 
live in an accounting age, an age in 
which accounting appears destined to 
have an ever-increasing part in foster- 
ing stability and progress. 





FORMS OF AUDITORS’ REPORTS 
Referred to in this paper 
No. 1 

We have audited the books and accounts of 
the ABC company for the year ended Decem- 
ber 31, 1915, and we certify that, in our 
opinion, the above balance sheet correctly 
sets forth its position as at the termination 
of that year, and that the accompanying profit 
and loss account ts correct. 

No. 2 

We have examined the accounts of the 
1BC company for the period from January 1 
to December 31, 1929. 

We certify that the accompanying balance 
sheet and statement of profit and loss, in our 
opinion, set forth the financial condition of 
the ee at December 31, 1929, and the 
results of operations for the period. 


No. 3 

We have examined the accounts of the 
ABC company for the year ended December 
31, 1931. In our opinion the accompanying 
balance sheet and statement of profit and loss 
set forth the financial condition of the com- 
pany at December 31, 1931, and the results of 
its operations for the year ended that date. 


No. 4 

We have made an examination of the bal- 
ance sheet of the ABC company as at Decem- 
ber 31, 1933, and of the statement of income 
and surplus for the year 1933. In connection 
therewith, we examined or tested accounting 
records of the company and other supporting 
evidence and obtained information and ex- 
planations from officers and employces of the 
company; we also made a general review of 
the accounting methods and of the operating 
and income accounts for the year, but we did 
not make a detailed audit of the transactions. 

In our opinion, based upon such examina- 
tion, the accompanying balance sheet and re- 
lated statement of income and surplus fairly 
present, in accordance with accepted princt- 
ples of accounting consistently maintained by 
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the company during the year under review, 
its position at December 31, 1933, and the 
results of its operations for the year. 

No. 5 

We have examined the balance sheet of the 
ABC company as of December 31, 1939, and 
the statements of income and surplus for the 
fiscal year then ended, have reviewed the 
system of internal control — the accounting 
proce dures of the company and, without mak- 
ing a detailed audit of the transactions, have 
examined or tested accounting records of the 
company and other supporting evidence, by 
methods and to the extent we deemed ap- 
propriate. 

In our opinion, the accompanying balance 
sheet and related statements of income and 
surplus present fairly the position of the 
ABC company at December 31, 1939, and 
the results of its operations for the fiscal year, 
in conformity with generally accepted ac- 
counting principles applied on a basis con- 
sistent with that of the preceding year. 

No. 6 

We have examined the balance sheet of the 
ABC company as of February 28, 1941, and 
the statements of income and surplus for the 
fiscal year then ended, have reviewed the 
system of internal control and the accounting 
procedures of the company and, without mak- 
ing a detailed audit of the transactions, have 
examined or tested accounting records of 
the company and other supporting evidence, 
by methods and to the extent we deemed 
appropriate. Our examination was made in 
accordance with generally accepted auditing 
standards applicable in the circumstances and 
it included all procedures which we consid- 
ered necessary. 

In our opinion, the accompanying balance 
sheet and related statements of income and 
surplus present fairly the position of the 
ABC company at February 28, 1941, and the 
results of its operations for the fiscal year, in 
conformity with generally accepted account- 
ing principles applied on a basis consistent 
with that of the preceding year. 

No. 7 

We have examined the balance sheet of 
ABC company as of December 31, 1949, and 
the related statements of income and surplus 
for the year then ended. Our examination 
was made in accordance with generally ac- 
cepted auditing standards, and accordingly 
included such tests of the accounting records 
and such other auditing procedures as we 
considered necessary in the circumstances. 

In our opinion, the accompanying balance 
sheet and statements of income and surplus 
present fairly the financial position of ABC 
company at December 31, 1949, and the 
results of its operations for the year then 
ended, in conformity with generally accepted 
accounting principles applied on a basis con- 
sistent with that of the preceding year. 
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Budgetary Problems in the Light 


of the Current Emergency 


By Eucene P. Haean, C.P.A. 


A BUDGET consists of a series of esti- 
mates which, when taken as a 
whole, can be used as a program for 
operating an enterprise for a specific 
period in the future and to attempt to 
forecast the results thereof. Its use has 
become a definite part of management 
practice in most major concerns. 

However, budgets need by no means 
be restricted to so-called “‘big business.” 
They can, and should be, effectively 
used by small or medium-sized organi- 
zations. Every business, regardless of 
the size, must endeavor to meet product 
demand, and has as its prime purpose 
the earning of a fair profit. Budgeting 
is a means toward achieving these ends. 
Not that a budget will assure or in- 
crease profits ; but it offers management 
a co-ordinated definition of its objec- 
tives, highlights the requirements to 
meet these objectives, and measures the 
extent to which the planned objectives 
are being attained. 

The small business man has failed 
so far to appreciate fully the import 
of budgetary controls and, consequent- 
ly, has failed to exploit their use. For- 
mal methods of forecasting have been 
looked upon by him as unsuited to his 
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limited needs; and, where he may be 
convinced of their merits, he argues 
that they are too costly to maintain. It 
is a fundamental duty of the accounting 
profession to apprise “little manage- 
ment” of the efficacy of financial plan- 
ning, to dispel the misconception that 
budget procedures are complicated and 
costly, and to encourage their more 
wide-spread adoption. 

In a period of general business ex- 
pansion, such as we are now under- 
going, it becomes imperative that small 
manufacturers adopt budgeting. The 
government has been letting, and will 
continue to let for some time under our 
present defense and mobilization set- 
up, innumerable contracts. It is not 
unlikely that the small firm will benefit 
therefrom, and will, therefore, become 
faced with problems of growth. Does 
the acceptance and execution of the 
contract mean extension beyond cur- 
rent production needs and capacity? 
What will be the effect on personne! 
requirements? Will facilities have to 
be enlarged? Is such expansion advis- 
able? When can it be accomplished? 
Can cash funds be furnished? During 
static periods of business, rules-of- 
thumb although somewhat haphazard 
have been adequate. However, coping 
with problems of increased activity ne- 
cessitates a well-organized plan of at- 
tack based upon detailed accurate facts, 
so that an orderly systematic approach 
will be followed instead of incomplete 
or hastily prepared calculations that 
may mean exposure to unnecessary 
losses. 

An indication of the growing role 
that the budget is assuming in the 
financial structure of the small manu- 
facturer, is the importance banks and 
credit agencies have been placing upon 
the projection into the future of a pro- 
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spective borrower’s position. These in- 
stitutions, which supply the cash life- 
line to smaller enterprises, are finding 
that the customary Balance Sheet and 
Profit and Loss Statement, while offer- 
ing an acceptable picture of the finan- 
cial position as at a certain date and a 
complete record of operation for a past 
period to that date, are insufficient 
where additional financing is being 
sought for expanded operations. Con- 
sequently, it is becoming common prac- 
tice for these institutions to require a 
formal forecast of anticipated opera- 
tions and financial position. 

The preparation of a budget requires 
the compilation and classification of 
certain information and data. The ac- 
counting results of past performances 
must be analyzed. Detailed information 
with regard to the activities, internal 
procedures, and over-all policies of a 
business must be comprehensively ac- 
cumulated. Statistical data as to gen- 
eral business conditions and market 
and trade trends have to be obtained 
and indexed. While it is true that the 
larger manufacturers are well-staffed 
with highly trained personnel for the 
collection of pertinent information, the 
independent public accountant serving 
small business is in a position to offer 
his clientele an invaluable service. 

It is not expected that the independ- 
ent public accountant take upon him- 
self the entire burden of compiling the 
information, preparing the budget, and 
controlling its program. It is not un- 
common for the individual practitioner, 
however, to be consulted and give ad- 
vice on all phases of policies to be 
employed by his client. In this capacity, 
the independent accountant obtains a 
deep sensitivity for and comes to under- 
stand the small business man’s wants 
and needs. He becomes well-qualified 
to install appropriate budgetary meth- 
ods, guide the client in making intelli- 
gent estimates, and supervise and assist 
in fulfilling the terms of the budget and 
its objectives. His close knowledge of 
the firm’s operations insures the instal- 


lation of practical budgeting procedures 
with a minimum expenditure of his 
time and effort. His technical training 
and background will enable him to keep 
the requisite schedules as simple and 
effectively complete as possible. 

The workings and preparations of a 
cash budget were more fully described 
in a previous article that appeared in 
the January, 1950, issue of The New 
York Certified Public Accountant.* 
This article presents an outline of pro- 
cedures that may be used by a manufac- 
turer in establishing a complete operat- 
ing budget. It is offered as a 
comprehensive outline of all the neces- 
sary steps to be followed in preparing 
a budget and indicates the nature of the 
required data. The outline has been 
made all-inclusive to fit an ideal situa- 
tion; but specific sections can and may 
be used to fit individual circumstances, 
or may be made to comply with specific 
cases. In a series of articles to follow, 
individual case studies of various in- 
dustries will be presented to illustrate 
the practical effects of budgeting. 


A MANUFACTURING CORP. 
OPERATING BUDGET 
FOR THE YEAR 1951 


The Sales Budget 


Sales Estimates 


Sales estimates should be as accurate 
as possible, because they are the basis 
of the entire budget. To a large extent 
the budgets of other departments mere- 
ly result from computations based on 
the budgeted volume of sales. Such 
budgets will be accurate only to the ex- 
tent that the sales estimates will be 
realized. 

The data required for the sales fore- 
cast was obtained by the A Manufac- 
turing Corp. from: 


1) Analysis of past results 
2) Market analysis 
3) Product analysis 


* A Simplified Financial Budget for Smaller Manufacturers, by Fred Rubman. 
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Analysis of past results: 

Data as to past performance was as- 
sembled in such a way as to be of 
maximum value in estimating future 
sales. The analysis of past results was 
prepared for each type of product to 
show for each month of the year: 

1) Orders received 

2) Cancellations 
3) Deliveries 
4) Returns 
5) Net deliveries 


Market analysis: 

The market analysis entailed collect- 
ing all the pertinent information avail- 
able in regard to a given territory, and 
organizing and analyzing the data to 
determine the company’s position in a 
given territory. By this means, the 
company attempted to learn about past 
and present demand for its product, 
how it stood in relation to competing 
businesses and competing types of 
products, and the probable future de- 
mand for its merchandise. 

The required information was ob- 


Budgeted sales, 


year 1951 


Quantity Amount 


ARMAS 55. osc cterane 
HG DEUALY. « oia.5. 0:5 «73% 


POURING) eevee 6. 2:56:50 
September ........ 
CCTODER 6 raters acdeav ore 
November ........ 
December ....::...% 


tained from published trade reports and 
information gathered by salesmen from 
jobbers. 


Product analysis: 

The status of each type of product 
was studied with respect to market- 
ability and profitability. The data gath- 
ered was analyzed to determine: 

1) Extent of demand therefor 

2) Cost of creating the demand 

3) Whether after allocating distribu- 

tion costs the item is being sold 
at a profit 

4) Advisability of encouraging sales 

or discontinuing the product. 


Making the Budget 


After projected delivery schedule 
was prepared in terms of quantities, 
unit sales prices were applied to arrive 
at the amount of the monthly sales. 
Prospective changes in unit sales prices 
were, of course, considered. The 
monthly budgeted sales so determined 
as compared with actual sales for the 
previous year are as follows: 


Actual sales, 
year 1950 





Quantity Amount 





The Production Budget 

Objectives 

The production budget is primarily 
concerned with the planning of produc- 
tion schedules to insure a stock of goods 
sufficient to fill sales orders. It is im- 
portant to time production in such a 
manner as always to have sufficient in- 
ventories to meet sales requirements. 


E95 i 


At the same time it is important to 
manufacture the required quantity as 
economically as possible. 

Achieving these primary objectives 
requires consideration of several inter- 
related factors, namely: 

1) Length of production period 

2) Desirability of an even flow of 

production 
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3) Control of inventories 

+) Adequacy of plant facilities 
5) Availability of raw materials 
6) Availability of labor supply 


Length of production period: 

The length of time it takes to manu- 
facture the finished product determines 
the flexibility of the production pro- 
gram. If a short period of time elapses 
between the starting of an order in the 
shop and the delivery of the finished 
product to the storeroom, mistakes in 
long-range planning of production are 
relatively unimportant because produc- 
tion can be increased to provide quickly 
for unexpected requirements. If, how- 
ever, the production period is long, 
much more careful planning is re- 
quired. 


Desirability of an even flow of 
production: 

Attaining an even flow of production 
is desirable for a number of reasons. It 
results in greater stabilization of em- 
ployment which reduces labor turnover. 
The inefficiencies resulting from peak 
production loads are eliminated by an 
even flow of production. A further 
advantage is the reduction in plant 
capacity required to carry uneven loads. 
Control of inventories: 

In planning production, considera- 
tion must be given to having on hand 


sufficient quantities of goods to meet 
varying seasonal demands. A proper 


Quantity required to fill sales orders 
(DET GAIES DUGRCE) <5 io.6:5is6icis: ve waeess 


Planned inventory, December 31, 1951 
Less inventory, January 1, 1951...... 


Required production ............... 


balance must be maintained between 
the objectives of (1) maintaining an 
even flow of production, (2) providing 
sufficient merchandise to meet delivery 
schedules promptly, and (3) avoiding 
the accumulation of excessive inven- 
tories. 


Adequacy of plant facilities: 


Plant facilities must be adequate to 
meet the necessity of peak loads. Plant 
expansion should be considered with 
an eye not only to present needs but to 
future possibilities. Management must 
consider the feasibility of arranging for 
the necessary additions, bearing in 
mind the time lag before the additions 
can be made available and the possi- 
bility of financing the necessary invest- 
ment. 


Availability of raw materials: 

The plant manager should always 
know whether a sufficient supply of 
materials will be available at reasonable 
prices, as needed. Storage facilities 
must be adequate to house the required 
quantities. 


Availability of labor supply: 

Where skilled labor is required, the 
availability of such labor and the time 
required for training must be consid- 
ered in connection with planned pro- 
duction. 


The Annual Budget 


The production budget for the year 
is determined as follows: 


Product 
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The Monthly Production Budget 


After determining the required pro- 
duction for the year, the following 


Product A 
% of total 
production Quantity 
WARUARY cs sic. ccs x 
PEDIUALY  «.s:ecane 
NEAL OI .6:c ciatavescteve 
erc. 


100% 


The Material Budget 

Method of Preparation 

The materials budget is prepared to 
show, in quantities only, the direct 
materials which will be needed to man- 
ufacture the required production. The 
quantities of direct materials budgeted 
are determined by multiplying the num- 
ber of units of finished goods required 
to be produced by the quantity of ma- 
terial per unit of firiished product. This 
data is obtained from cost records or 
carefully prepared estimates. 


Direct Material Components 
In manufacturing its three products, 


monthly production schedule was budg- 
eted : 


Product B Froduct C 
% of total % of total : 
production Quantity production Quantity 
100% 100% 





the A Manufacturing Corp. uses five di- 
rect materials. The quantities of these 
materials used per unit of finished 


product are: 
Product 





Material A B Cc 
V 
W 
xX 
Y 
ys 


The Materials Budget 


On the basis of the monthly produc- 
tion budget and the direct material 
components, the following monthly ma- 
terials budget was prepared: 


Units Quantity of Material 
to be material for 
Month produced finished unit Vv WwW xX ¥ Z 


WPANMARY: Sco /ss.aareie cls 
PEDIUAry: ..cccs0 
MARGIE os ocecccaon 


etc. 


The Purchase Budget 


Computation of Purchase 
Requirements 
After the quantity of each direct 
material required for the production 
program has been determined, it then 
becomes necessary to estimate the 
quantity to be purchased. The budgeted 


In determining purchase requirements 
for any given month, consideration 
must be given to time required for de- 
livery. It thus becomes necessary to 
establish the minimum quantities of 


1951 


requirements of material V for the vear 
are determined as follows: 


Quantity required for production 
Planned inventory, December 31, 
TOS «a6 acle csieen nave acoceuss 


Less inventory, January 1, 1951.. 


Purchase requirements ......... 


materials which it is safe to carry at 
any given time in order to have an 
adequate supply and yet not be over- 
stated. 
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Monthly Purchase Budget 
The monthly cost of budgeted pur- 


chases for material V is determined as 
follows: 





Production 
plus desired 
inventory Purchases Cost at 
Required for - —— Beginning estimated 
Mo. production Minimum Maximum inventory Minimum Maximum Budgeted unit price 
Jan. 
Feb. 
etc. 


Summary of Materials 
Purchase Budget 


After the monthly budgeted cost of 


each of the direct materials was deter- 
mined, the following summary was 
prepared : 

Budgeted cost of material 





PO ee 
February 


etc. 


The Labor Budget 


The labor budget indicates the ex- 
pected cost of the direct labor which 
will be required for the manufacture of 
products in the quantities indicated by 
the production budget. The labor cost 


The Monthly Budget 
The budget as computed for product 


Month 
January 
February 

etc. 


Ww x 4 Z 


Total 





is computed by multiplying the number 
of units of finished goods to be pro- 
duced by the labor cost per finished 
unit. The unit labor cost should be 
available from cost records and should 
be adjusted for expected revisions. 


“A” is as follows: 


A summary of the monthly labor budget by products follows: 


Month 
January 
February 

etc. 


The Manufacturing Expense Budget 


Estimating and Allocating 
Expenses 


The expense budgets should usually 
be prepared by the person authorizing 
the expenditure. The estimates should 
be based upon the prior year’s experi- 
ence and anticipated requirements. 
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Production Unit labor 
budget cost Labor cost 
Labor cost for product 
A B Cc Total 


Fixed expense should usually be dis- 
tributed evenly over the period. Vari- 
able expenses should be allocated in 
relation to production. 

Before the budgets of the operating 
departments can be prepared, the bud- 
geted expense of the service depart- 
ments must be determined and dis- 
tributed to the operating departments. 
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Budgetary Problems in the Light of the Current Emergency 


Manufacturing Expense Budget 


The budget as determined is given below: 


Actual 


Budgeted 1951 





Expense 1950 =Total 


Indirect 1aboP ..0. .ic6.6/00:0: 
Indirect material ........ 
ORE set, enh ened perenne 
POWEE ocean doanccrosdes 


BAD rel acar uve tule ecre aeons 
etc. 


The Selling and Administrative 
Expense Budget 


Preparation of the Budget 

The expenses of the prior year 
should be analyzed as the first step in 
the preparation of the selling and 
administrative expense budget. This 
analysis should not only reveal the 
fixed and variable expenses which form 
the basis of the budget estimates, but it 
should also indicate what items may be 
eliminated or reduced by better effi- 
ciency and what additional expenses 
are warranted by expected returns. 


The Cash Budget 


Purpose and Scope 

The cash budget is designed to de- 
termine whether sufficient cash will be 
on hand throughout the budget period 
to meet requirements. Early forecasts 
of the need for cash borrowings can 
often facilitate such financing and thus 
forestall the necessity of curtailing pro- 
duction and expansion plans. 

The budget is divided into two parts, 
the first part covering an estimate of 
cash receipts, and the second an esti- 
mate of cash disbursements. A com- 
parison by periods, of the budgeted re- 
ceipts and disbursements will indicate 
when additional funds will be needed 
or when an excess of funds will be 
available for the reduction of obliga- 
tions. 


1951 


January February March April ' Etc. 


Estimating Cash Receipts 


Cash receipts for the A Manufactur- 
ing Corp. arise principally from collec- 
tions on accounts receivable, since all 
sales are sold on credit. A study of 
cash receipts of prior periods indicates 
that on the average, a given month’s 
billing is collected as follows: 





Im the month: Dilleiccs cccicst reece 3% 
In following months: 
Beiest tidsitlin <5 56s eieeeancees 30 
Secosich Mmoeele <64:0.65.2- oe cceceees 27 
TEHNGG thelr we cece cess oe 18 
Fourth months: oc. 2 snes c eens 12 
Beigel? HOH o.3 + sos cceoencees 5 
Sheth months os6cc0 cc cnavewews 5 
Seventh month ...<....ceceeus 2 
100% 








These rates of expected collection are 
applied to the accounts receivable at 
December 31, 1950 and to each month’s 
sales after provision for uncollectible 
accounts. Accounts receivable at De- 
cember 31, 1950 were $ 
and the allowance for bad debts was 
$ , aged as follows: 
Month in 
which billed 
May, 1950%..06.. 
FUNG. Sadzoca eds 
HC See aes 
Palgisb: <6 Ser Ses 
September ...... 
October. c.cs6cc8 
November ...... 
December ....... 


Receivable Allowance 
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The monthly provision for bad debts, 
based upon experience is computed at 
2% of sales. The monthly collection 
schedule on accounts receivable is, 
therefore, calculated by distributing 
98% of sales for each month on the 


Less, 


basis of the estimated monthly collec- 
tion percentages. 


Computation of Estimated 
Collections 
The computation is made as follows: 


allowance Balance 


for bad 


Amount debts 


Accounts receivable, 
12/31/50: 
May sales ......... 


3udgeted sales: 


BORMEOD -5.5.6c5 500000 ° 
February ....cc0e00 ° 
OT . 
Cre. 
icc r) res 


Less cash discounts. . 


Estimated collections. 


Estimating Cash Disbursements 


Cash is required for the following 
principal expenditures ; 


Material purchases 

Direct labor 

Manufacturing expenses 

Insurance 

Taxes 

Selling and administrative expenses 
Capital additions 

Dividends 

Interest 


Tonth 


January 

February 

PARMO iis bce ets se sodeiunste ees 
ra. 
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to be 
collected 


Mar. April Etc. 


Jan. Feb. 


Payment for material purchases: 

Most of its vendors sell to A Manu- 
facturing Corp. at cash discount terms 
if invoices are paid by the tenth of the 
following month. The company takes 
advantage of such discounts so that 
generally all purchases are paid in the 
following month. The cash required 
for payment for purchases is calculated 
as follows: 


Purchases, . 
preceding Estimated Cash 
month discount required 











May 
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must take into account estimated ac- 
cruals at the end of each month, as 


Cush payments for labor: 


Wages are paid on a weekly basis. 





The cash required to meet payrolls below: 
Accrued Accrued 
wages, Monthly wages, 
beginning labor end of Cash 
Month of month cost month Required 


January 

February 

0) Ce ae 
ete. 





Cash required for 
manufacturing expenses: 

To determine cash requirements for 
manufacturing expenses, the monthly 
manufacturing expenses as budgeted 
are adjusted by deducting therefrom 
all non-cash items. The non-cash items 
consist of expenses which are custom- 
arily prepaid or accrued such as insur- 
and items credited to 
such as 


ance and taxes 


reserves depreciation and 


amortization. 


Insurance premium payments: 

xamination of the prepaid insur- 
ance account will reveal when payments 
on policies are to be made. After ad- 
justment for coverage and premium 
revisions, the prior year payments may 
be used to determine cash require- 
ments. 


Tox payments: 

Prior year tax payments may like- 
wise be used as the basis for estimating 
cash requirements. Recognition must, 
of course, be given to revisions of tax 
rates and changes in tax bases in cal- 
culating the amounts of tax to be paid. 


GODT 


Cash required for selling and 
administrative expenses: 

As in the case of cash required for 
manufacturing expenses, the selling and 
administrative expense payments are 
determined by subtracting non-cash 
items from budgeted expenses. 


Capital additions: 

The cost of plant expansion as well 
as regular replacement of machinery 
and equipment should be scheduled to 
determine when the cash in payment 
therefor will have to be available. 


Dividend payments: 

Estimated dividend payments should 
be determined by the Board of Direc- 
tors based upon forecasts of earnings. 
The company’s established dividend 
policy should also be considered. 


Interest payments: 


Cash“payments of interest are re- 
quired in accordance with the terms of 
the indebtedness agreement. Reference 
should be made to these documents to 
determine time and rate of payment. 
In calculating the interest to be paid, 
consideration should be given to the 
necessity for additional borrowings to 
meet cash requirements and to the pos- 
sibility that prepayments may be made. 


Yo 
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Financing Cash Deficits 
A comparison of monthly budgeted 
cash receipts and disbursements will in- 


Receipts 
Balance, December 31, 1950... 
January 
February 
March 
CIC. 


It was determined that a minimum cash 
balance of $ should be 
maintained. Reductions in outstanding 
indebtedness may be made to the extent 
that the cash balance exceeds the mini- 
mum balance. Additional financing is 


mee 


Balance, beginning of month 


Receipts : 


Accounts receivable ............- 
Additional financing ............. 
DMO 6 Sis EKG sre ROR Ea ws SRE 
Disbursements : 
US TS) a ee 
REINS Fe pale dsniarcie ba’ aeck arnww ace ne 
Manufacturing expense .......... 
CATT ah) a 
MING Bete oc iivoloewns BTA Cisse eo wess 
Selling and administrative expense 
GaONSICRGGIHONS sa.6:. hces.0800 0550 
WOES oar ii sane swiews ee ews 
ST NSS eee ee Se eer eee 
Repayment of indebtedness........ 
MAL gists das eciaeas SaMews « 
Balance, end of month.............. 


Comparison with Performance 

Based upon the various budgets, 
detailed monthly operating statements 
are prepared to show anticipated results 
of operations. When compared with 
statements of actual operations each 
month, the budgeted figures show 
where deviations from the estimated 
results have occurred. Inquiry into the 
nature and cause of these variations 
may disclose : 


344 


dicate whether the cash balance is ade- 
quate as follows: 


Cash 
balance 
Dis- or 
bursements Excess Deficit deficit 


required to the following extent: 


Maximum cash deficit 
Desired minimum balance. . 
Payments on maturing in- 

debtedness 


Total 


Total Jan. 


Inefficient operations 

Changes in uncontrollable factors 
such as price rises, casualty dam- 
age to equipment, etc. 


Incorrect budget estimates. 


) 


3) 


Budgets for the succeeding periods, 
to have any value, should be revised on 
the basis of the factors discovered to 
have caused variations in the preceding 
periods. 


May 
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Exchange Accounting 


By Horace G. HoLtiey 


Background and Objectives 
of the Exchange Service 

Before launching into the subject of 
Army Exchange Accounting, I would 
like to give a brief outline of the back- 
ground and objectives of the Army and 
Air Force Exchange Service. 

Six months before the attack on Pearl 
Harbor, the Army Exchange Service 
came into being by fiat of the Secretary 
of War: “Effective June 6, 1941 there 
will be organized and established, a 
separate agency to be known as the 
Army Exchange Service,’ announced 
the War Department order authoriz- 
ing this new branch of Army Service 
Forces, then known as Services of 
Supply. 

Nothing new in military history is 
the idea of a merchant catering to sol- 
diers’ needs. As far back as the days 
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of ancient Rome, traders were selling 
Caesar’s legions a variety of wares. 
Down through the ages, wherever sol- 
diers have gone, traders have followed. 

Early in our own history, the pres- 
ence of soldiers attracted itinerant camp 
followers who brought, in addition to 
their wares, corruption and vice. Drawn 
by easy soldier money were gamblers 
as well as the common variety of ped- 
dlers and the like, who fleeced their 
victims by giving inferior value at ex- 
orbitant prices. 

Need for official action was first rec- 
ognized when Congress passed a reform 
bill authorizing designated traders or 
“sutlers” to traffic with military person- 
nel. The protection offered by this bill 
was all one-sided—on the side of the 
sutler and not the soldier. These trades- 
men were not a part of the Army and 
could not be controlled effectively in 
their shady practices. Abolished during 
the War Between the States, the sutlers 
were replaced by permanent post trad- 
ers, who were brought into camps for 
the purpose of supplying the necessities 
of Army personnel. 


Army Exchanges as we know them 
today are lineal descendants of the first 
Post Exchange established by a direc- 
tive of the Secretary of War, July 25, 
1895, which provided for a comprehen- 
sive Exchange system, covering every 
phase of the operation from establish- 
ment to liquidation. Although the Post 
Exchanges of the early days were gen- 
erally owned and operated by compa- 
nies stationed at the post, they are 
remarkably like the present day PX. A 
span of nearly fifty years and two major 
wars have not been able to upset their 
basic policy. That policy which remains 
today as the foundation of the Exchange 
Service may be simply stated, 

“To supply the troops at reasonable 
prices with the articles of ordinary use, 
wear and consumption, not supplied by 
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the Government, and to afford them means 
of rational recreation and amusement. 


Regardless of a clear-cut policy upon 
which every business must stand or fall, 
the chief shortcoming of this structure 
was that each exchange operated inde- 
pendently of the others. 

Post Exchanges in the early days 
were independent, small operations 
with little comparison to today’s ex- 
changes. The troops they served were 
more or less stationary on a post. For 
that reason, their system of profit dis- 
tribution, through a_ share-holding 
method, was reasonable and adequate 
to the need. A unit held shares in its 
exchange proportionate to its strength 
in relation to the strength of the post. 
This system had the advantage that 
profits made on the post remained on 
the post for the recreational benefit of 
personnel who had helped create that 
profit. Such a system can have merit 
only as long as the personnel remain 
more or less permanent. 

This system continued during the 
recent war but there were discrepancies 
noted in its operation that crept in with 
mobilization and the liquid state of the 
army. The system of profit distribution 
gave greater funds to the large posts 
and penalized the smaller installations. 
In order to increase profits to the small- 
er installations, prices had to be higher. 
Soldiers moving from one installation 
to another were often amazed to find 
a difference of four or five cents in the 
price paid for cigarettes or some similar 
item. 

Price differences were also due to 
rapid changes in troop strengths at the 
various posts. To the soldier this was 
not always apparent and seemed _ to 
imply that one exchange was operating 
more efficiently than another. The truth 
is that efficiency was not always reflect- 
ed in price adjustments because these 
prices were subject to change without 
notice, based as they were on troop 
strength and troop demand. Duplica- 
tion of accountants and bookkeepers 
was common even though some instal- 
lations were only a few miles apart. 
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I have brought out the foregoing 
historical points to impress upon you 
the importance of a centralization pro- 
gram which followed in 1946, and to 
establish a few of the peculiarities of 
our business. 

The concept of centralization was to 
set up a regional office in each Army 
Area, having its own accountants, a 
procurement screening section, and 
other specialists. This relieved the va- 
rious exchanges of much tedious book- 
keeping and duplication of duties. 

Following centralization, — which 
brought with it uniform pricing, and 
regular dividends for recreational pur- 
poses, there evolved, through many 
stages, an accounting system which is 
not unlike a retail department store 
operation, modified to the extent that 
Army Regulations are complied with. 


Accounting Phase of the Operation 

The subject you are most interested 
in is the accounting phase of our op- 
eration. I feel it necessary to bring out 
that through the various stages of devel- 
opment of the Exchange service, the 
importance of proper accounting meth- 
ods was more or less ignored. There is 
always a minimum of paper work that 
must be done by the branches of any 
organization to get a true picture, al- 
though the hue and cry was to reduce 
paper work. This was one of the main 
obstacles that had to be hurdled. This 
obstacle was overcome by publication 
of a new manual that spells out every 
phase of our operation, and by clearer 
presentation of the financial picture of 
each installation. 


Departmentalization of Operations 


Our operation from the selling angle 
is divided into two types, Retail, and 
Food and Service. Retail merchandise 
is divided into nine groups or classes; 
Tobacco, Candy, Drugs and Sundries, 
Groceries, Jewelry, Stationery, Cloth- 
ing, Household Items and Luggage, 
and Soft Drinks and Beer. On the face 
it may seem that this is too limited a 
grouping of retail merchandise units 


May 


























Oo . . 
going 


1 you 
1 pro- 
nd to 


ies of 


‘as to 
\rmy 
tS; 2 

and 
e va- 
00k- 


vhich 
and 
pur- 
nany 
ch is 
store 
that 
th. 


tion 


sted 
Op- 
out 
vel- 
the 
eth- 
eis 
that 
any 
al- 
luce 
lain 
‘his 
ion 
ery 
rer 
- of 











until it is considered that 45% of our 
business is done in two of the classes: 
tobacco, and soft drinks and beer. From 
a morale standpoint, which we cannot 
overlook, tobaccos are sold at a very 
slight markup ;-thus it is understandable 
that we operate with one eye on that 
department. 


Purchasing Procedures 

It is our policy that buying be done 
locally if prices are comparable, after 
consideration of freight and discounts. 
Therefore, Purchase Orders are issued 
by the various Exchanges. 

After issuance of Purchase Orders, 
they are sent to the Regional Office for 
approval. This is done for three rea- 
sons: for checking against latest price 
agreement to see that the prices and 
terms are in order ; for checking against 
overstock lists; and for checking of the 
anticipated sales value. Purchase or- 
ders are diverted to another vendor if 
prices charged are not in line. 

An “Open-to-Buy” is maintained on 
each Exchange for purposes of con- 
trolling the proper inventory ratio in 
the departmental classifications. Goal 
ratios of departmental and total inven- 
tory have been established at retail 
prices based on experience. 

“Open-to-Buy’”, it can be understood, 
must be flexible and frequently adjusted 
dependent on troop strength. Frequent 
shifting of purchasing population is re- 
sponsible principally for this situation. 
Here is a major difference between our 
business and the average retail store. 

After approval of the Purchase Or- 
der, the Vendor copy is mailed to the 
vendor. The Accounts Payable copy is 
delivered direct to the Accounts Paya- 
ble Section of our Regional Office, for 
subsequent matching with the invoice 
and Receiving Report. One approved 
copy is returned to the Exchange to be 
used as a basis for receiving merchan- 
dise. Invoices are mailed direct to the 
Regional Office by the vendors. 


Receiving and Transfer Procedures 


Receiving of merchandise in the Ex- 
changes is accomplished by means of a 
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Receiving Report form. Retail mer- 
chandise is received at selling value 
only, and Food and Service items at 
cost value. Cost is applied to each 
transaction applicable to retail depart- 
ments only at the Regional Office, after 
matching of the Purchase Order, Re- 
ceiving Report, and Invoice. 

The selling values as shown on Retail 
Department Receiving Reports, are 
used as a basis for maintenance of an 
accountability on the Exchange as a 
whole. In this connection, it is our in- 
tention to expand our accounting pro- 
gram at a later date to include retail 
branches within each Exchange. 

Transfers of merchandise from the 
receiving entity to the various branches 
of an Exchange are accomplished by 
means of a Transfer Voucher form. 
Except for establishment of a selling 
value charge against the receiving 
branch and a selling value credit to the 
shipping retail warehouse within the 
Exchange, retail transfers are ignored 
by the Regional Office. They should 
zero out daily, however, within the Ex- 
change when summarized, receiving 
against shipping. 

Transfers between Retail and Food 
and Service branches are prited at Cost 
and Sell, the Cost ultimately becoming 
a credit or charge to the respective in- 
ventory accounts maintained in the 
Regional Office. 

It is well to remark here that all re- 
tail items are price tagged, the tagging 
including date of receipt for later inven- 
tory ageing. 


Reporting to the Regional Office 


Reporting to the Regional Office is 
accomplished by means of three prin- 
cipal reports: the Daily Cash and Sales 
Report, which is prepared for each Re- 
tail and Food and Service Outlet; 
the Daily Retail Merchandise Report, 
which is prepared for each Retail Out- 
let; and the Daily Food and Service 
Merchandise Report, which is prepared 
for each Food and Service Outlet. 
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Daily Cash and Sales Report 

In introducing the Cash and Sales 
Report, let me explain that in the re- 
cent overhaul of our accounting system 
to place ourselves on a 100% retail 
system, we re-equipped all of our retail 
branches with new cash registers by 
which sales could be departmentalized. 
Prior to this time we had arrived at 
departmental sales by calculation, in 
which calculation frequent retail inven- 
tories were necessary. With the instal- 
lation of the new registers we now take 
our official retail inventories annually. 

Preceding preparation of the Daily 
Cash and Sales Report, sales clerks 
prepare a Sales Clerk’s Daily Report 
as a record of the cash turn-in. This 
is tied-in with the register readings, 
by clerk and by department, taken in- 
dependently by the branch manager. 
From this data, the Daily Cash and 
Sales Report is prepared by depart- 
ment. Register tapes are inserted into 
an envelope on which the register read- 
ings are recorded. The cash, represent- 
ing the sales for the day, the report of 
sales and the register tapes are then 
sent to the local Exchange office, of 
course observing the rules of internal 
control. 

The Daily Cash and Sales Reports 
of the branches are checked in the Ex- 
change office, the cash counted and 
balanced against cash register reports. 
A Summary Report, is then prepared 
and transmitted to the Regional Office 
with the branch reports together with 
a check representing the day’s receipts. 


Daily Retail Merchandise Report 
Daily Food and Service 
Merchandise Report 


The Daily Retail Merchandise Re- 
port and the Daily Food and Service 
Merchandise Report are also summar- 
ized and submitted to the Regional 
Office with the documents represent- 
ing the various transactions attached. 
except the transfers between retail 
branches. The two merchandise reports 
are in effect a letter of transmittal. 
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Working Fund Report 


There is one more report that flows 
to the Regional Office: the Working 
Fund Report. Each Exchange is ad- 
vanced a sum of money known as the 
Working Fund which is used for 
change funds, check cashing, and mis- 
cellaneous petty expenditures. This 
fund is reimbursable upon submission 
of a Working Fund Report with petty 
cash tickets and copies of checks writ- 
ten against the funds, attached. The 
Working Fund Report is in form sim- 
ilar to a disbursements register and is 
also used as the Exchange officer’s rec- 
ord of bank balance. Bank statements 
and Working Fund cancelled checks 
are mailed direct to the Regional Office 
by the bank for reconcilement. 


Regional Office Procedures 
Daily Cash and Sales Report 


Now that we have all the necessary 
accounting documents delivered to the 
Regional Office, let us go back to the 
Daily Cash and Sales Report. These 
reports are tested for accuracy of en- 
tries and extension. Every item on the 
report, with exception of the cash sales, 
is supported by a document, either a 
cash receipts voucher identifying the 
item as a customer deposit on Lay- 
Away Sales, Concession Receipts, or 
Accounts Receivable Collection, or a 
charge voucher representing a charge 
sale to some organization. The various 
documents, after checking work is com- 
pleted, are separated from the report 
and sent to the proper department tor 
entry on the detailed records. 

The Summary of Daily Cash and 
Sales Report is then sent to the IBM 
Room for card punching by classifica- 
tion of sales or type of miscellaneous 
receipt. Thus, we build up our Cash 
and Sales Summary for easy posting at 
the close of the month. The retail sales, 
IBM cards, after a summary card 1s 
punched by retail classification, by I°x- 
change, are reproduced into the “de- 
crease” field of a Retail Inventory Card, 
the use of which I will discuss later. 
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Daily Retail Merchandise Report 


The Food and Service end of our 
business seems unglamorous to me from 
an accounting standpoint so I am as- 
suming that it will be the same to you. 
Therefore, I will take you through the 
processing of the retail transactions 
evolving from the Daily Retail Mer- 
chandise Report, and leave the rest to 
your imagination. 


Receiving Reports: Receiving Re- 
ports, after being detached from the 
merchandise report, are sent to an Ac- 
counts Payable Control Clerk by batch, 
and then to the IBM Room where a 
card is punched recording the receiving 
report number, the Purchase Order 
number, the Exchange number and the 
total retail value. A tabulation is made, 
balanced with the Control Record and 
then the Receiving Reports are distrib- 
uted to the Invoice Matching Clerks 
who handle the transactions of certain 
designated exchanges. 

The Receiving Reports are matched 
with the Purchase Order, vendors in- 
voice, and any shipping documents that 
might be on hand. Each vendor has 
a code number which has been applied 
previously to the Purchase Order copy 
by coding clerks. After matching of 
the documents, a distribution ticket or 
invoice apron is attached to the papers 
and account numbers applied. 

The grouping of unprocessed papers 
is maintained by Exchange at all times, 
so that when they finally reach the key 
punch operators, considerable repro- 
duction steps may be used. 

Groups of matched documents are 
returned to the Control Clerk where a 
batch number is assigned, and totals 
recorded prior to delivery to the key 
punch operators. 

Accounts Payable Cards: Distribu- 
tion cards are punched from the infor- 
mation shown on the invoice apron, 
from which Accounts Payable cards are 
reproduced. In case there is a multiple 
distribution a summary Account Pay- 
able card is prepared at once by the Key 
Punch Operator. This has been found 
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to be a satisfactory method at present : 
however, we propose later to employ 
automatic summary punching. 

The distribution cards are summar-- 
ized monthly, by Exchange and mer- 
chandise classification, and the retai! 
values reproduced into an “increase” 
section of a Retail Inventory Card. 
Throughout these steps a transaction 
code number is applied by gang punch- 
ing for identification. 

Monthly Subsidiary Ledger cards 
are then reproduced from the Distribu- 
tion Summary cards, tabulated, and 
turned over to the General Bookkeeper. 

The Accounts Payable cards are 
prelisted on the tabulator and hand 
matched against vendor debit balance 
cards. Debit balance cards are hand 
sorted-in if the listing indicates that a 
payment is to be made to the vendor. 
New debit balance cards, which gener- 
ally represent returns to vendors, as 
indicated by the listing, are hand pulled 
with the credit cards and placed in the 
debit card file, where the debit card 
amounts exceed the credit card 
amounts. 

Checks: Following this step, vendor 
name and address cards are merged 
with the Accounts Payable cards and 
checks are prepared on the tabulator. 
Checks are prepared in triplicate, the 
two copies serving as a document to 
file with the applicable invoices, and as 
a numerical file of checks written. 

During the process of printing of the 
checks, total cards are prepared for use 
as a check register, and subsequent 
matching with cards punched for can- 
celled checks, to prepare a record of 
outstanding checks. 

Freight Charges: One problem had 
to be worked out during the process 
of changing our system, which was 
caused by the fact that a large propor- 
tion of our freight charges are paid 
through the Working Fund. The pay- 
ments had to be analyzed in order that 
the proper retail classification would 
be charged, and this was a tedious 
manual operation that caused delays. 
This was solved by providing a box 
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in the Receiving Report to enter the 
amount of cash payments for freight 
and express made from the Working 
Fund, and a box on the Invoice Apron 
to record “Transportation not shown 
on invoice”. 

“Transportation not shown on in- 
voice” is punched into a prepared field 
of the invoice distribution IBM card 
but is not reproduced into the Accounts 
Payable card. In this manner, the 
freight charge is applied to the proper 
inventory account. An off-setting dis- 
tribution is provided by preparation, by 
reproduction methods, of a “transpor- 
tation” card, and the total as shown by 
tabulation is credited to the freight and 
express expense account. The total of 
all freight and express paid from the 
Working Fund may then be charged in 
a lump sum to the freight and express 
account without analysis and the resi- 
due leit in the account represents the 
unallocated items. Another major ad- 
vantage of this system is that total 
original cost of merchandise is obtained 
from one source. It might occur to you 
that this system could be highly inac- 
curate, but it must be remembered that 
there is a shipping document attached 
to the Receiving Report for easy ref- 
erence at the time the Invoice Apron 
is prepared. 

Transfer Vouchers: As I have ex- 
plained to you previously, Transfer 
Vouchers to be handled in the Tabu- 
lating Machine Unit do not include 
transfers of retail department merchan- 
dise between the retail branches. This 
type of transfer represents internal de- 
partment movement only and, there- 
fore, it is not necessary until such time 
as it is decided to maintain separate 
retail department inventory records for 
the individual retail branches. 

Therefore, the types of transfers we 
are concerned with are the transfers 
from retail to cost department within 
the exchange, transfers between ex- 
changes of our own region, and trans- 
fers between exchanges of other re- 


gions. 
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The aforementioned transfer vouch- 
ers are also processed through the IBM 
Section; however, in this process we 
pass only the vouchers representing the 
“transfers out.” Debit and credit ac- 
count numbers are punched in to the 
cards directly from the “transfer out” 
vouchers. The cards are then repro- 
duced, in which operation the “Account 
to be Credited” and the ‘Account to be 


Charged” fields are reversed, dropping . 


” 


a credit “X” which has been punched 
originally, as well as the transaction 
code number applicable to this type of 
transaction. Both sets of cards are then 
interpreted for visual identification. Re- 
tail value has been maintained through- 
out these steps, as well as the cost value. 

The original copies of the Transfer 
Vouchers representing “Transfers in” 
are held in a file in numerical sequence, 
by branch, by exchange. The inter- 
preted IBM cards are then manually 
matched against the “transfer in” 
vouchers with the result that unmatched 
cards or unmatched vouchers represent 
merchandise in transit, debit or credit. 


Retail merchandise punch cards are 
then reproduced from the transfer 
cards, using either the “Decreases in 
Inventory” or “Increases in Inventory” 
fields, as the case may be. 


Price Change Vouchers: It will be 
noted that retail inventory cards are 
being gradually accumulated from the 
various transactions, to the point that 
only the price changes are left to com- 
plete a retail inventory record. Also 
it is to be noted that the cost and sell 
price of the various transactions have 
remained intact in the distribution cards 
to be used in later calculation of “Mark- 
on” percentages. 

Price Change Vouchers are alse han- 
dled by punch cards, using a credit “X” 
for mark-down. Detail Price Change 
cards are summary punched into retail 
inventory cards. 

We have now worked down to the 
point where we are in a position to use 
the data we have been accumulating 
through various stages. 
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The Distribution Journal: Our first 
step to putting all of this material to- 
gether is to prepare, in summary form, 
a Distribution Journal by exchange, 
by account number. From this journal, 
which is also broken down into mer- 
chandise classifications where inven- 
tories are concerned, we are now able 
to calculate our ‘“‘mark-on” percentages 
for application to the classified retail 
sales to obtain the Cost of Sales. 

Mark-on percentages are maintained 
on a cumulative basis for the fiscal year 
from July 1 through June 30, and every 
type of transaction involving retail in- 
ventory is used in the computation. 

Merchandise Losses: Provision tor 
shrinkage has been established at the 
rate of % of 1% per month and de- 
ducted from the computed gross profit ; 
however, in preparation of the retail 
inventory record, this shrinkage is not 
considered. This probably would not 
be considered in good taste by many 
of you but we still have a traditional 
barrier, another peculiarity of our busi- 
ness, to break down, that being an em- 
phasis on merchandise accountability. 
However, with institution of “self serv- 
ice” departments in our main stores, 
our trend toward a liberalization of this 
idea nay be noted together with educa- 
tion along the lines of thought that a 
store should never be closed for inven- 
tory. 


Accounting Statements 


We finally wind up by publishing 
two principal statements, one for Retai! 
Department Operations, in which Net 
Sales, Markdowns, Provision for 
Shrinkage, Cost of Sales and Gross 
Profit are presented for the current 
month and year-to-date with a memo 
ot “Closing Inventory at Retail” by 
merchandise classes, and an Exchange 
Operating Statement, in which the 
over-all results are presented currently 
and year-to-date as to Retail Branches, 
Food and Service Branches and Total 
of all Branches. 


1951 


Budgets 


In 1949, the importance of budgeting 
was recognized and employed, and later 
expanded, both in merchandising and 
expense lines. As a result, profit and 
loss and merchandise budgets are pre- 
pared monthly in advance and submit- 
ted to the Regional Office. Comparisons 
are made with actual results, which 
seems to have created an incentive to 
meet the goals the exchanges have 
themselves established. 


Payroll Accounting 


All salaries are paid from the Re- 
gional Office, using punch card meth- 
ods. Time cards are submitted bi- 
weekly by the exchanges, and the hours 
as shown thereon are transferred to a 
master payroll punch card which has 
been reproduced from the previous pay- 
roll period and contains the basic hourly 
rate and overtime rate, with the hours 
worked omitted. The cards are proc- 
essed through a multiplier for calcula- 
tion of base pay, overtime pay and gross 
pay. Any changes in base pay must be 
authorized prior to the opening of the 
next payroll period; therefore, rate 
changes are generally made before time 
cards arrive. 

As most of our people are on a 40 
or 48 hour work-week, deductions are 
fairly standard and deduction cards at 
present need be changed only when the 
work week varies or the pay rate 
changes. With the apparent later ap- 
plication of Federal Old Age Benefit 
taxes to Exchange Service employees, 
it is likely that a change will have to 
be made in the system to distinguish 
between fixed and variable deductions. 

Deduction cards are merged with the 
Master Payroll cards, using the em- 
ployee number as the merging medium, 
and then a Payroll Register is prepared. 
by exchange, by branch and by account 
number, showing all hours, regular pay, 
overtime pay, annual or sick leave pay, 
deductions itemized, and net pay. Fol- 
lowing this step, payroll checks are pre- 
pared on the Tabulator. 
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“To-date” Payroll records are pre- 
pared following each payroll period, by 
merging of previous to-date payroll 
cards with current cards and producing 
a new to-date card. End-of-month pay- 
roll accrual is prepared by multiplying 
the regular pay, as shown by the master 
payroll cards for the immediately pre- 
ceding payroll period, by a factor rep- 
resenting the number of work days 
from the close of the last payroll period 
of the month to the end of the month, 
in relation to the total number of work 
days in the month. This is an entirely 
mechanical operation through repro- 
duction and use of multiplier, and is 
broken down into branch and account 
numbers by exchange. 

A summary tabulation is run at the 
close of each month for posting pur- 
poses which includes regular pay (in- 
cluding sick leave pay, overtime pay, 
and annual leave pay paid during the 
month) plus the current accrual, less 
prior month accrual, arriving at the net 
charge to payroll expense. 

The payroll bank account is handled 
on an imprest basis and “net” figures 
are passed through a payroll clearing 
account. 


Fixed Asset Accounting 

Fixed asset records are also handled 
at the Regional Office on IBM punch 
cards. Each asset is assigned a number 
and cards are interpreted for easy ref- 
erence. Periodically, lists of fixed assets 


Other Functions 

The Regional Office performs a num- 
ber of other functions for the various 
exchanges, such as handling of claims, 
retirement records, group insurance, 
bonding of employees, and comprehen- 
sive insurance coverage. 

National Headquarters 

I have purposely avoided mentioning 
the Central Headquarters of Army and 
Air Force Exchange Service, in New 
York, until this moment, not because 
of its lack of importance to us, but be- 
cause I have tried to present a picture 
to you from the ground up. 

In Headquarters, Army and Air 
Force Exchange Service in New York, 
our accounting policies are established 
on a nation-wide basis. It so happens 
that most of these policies have been 
tried out in this region, which we have 
considered a rare compliment. The 
ideas of any employee in any region 
are given due consideration, and .we 
believe that we now have a firm founda- 
tion which cannot be basically changed, 
but is still open for expansion and im- 
provement. 

An Inter-office account is maintained 
between the Regional Offices and the 
New York office in order to eliminate 
the necessity of passing cash back and 
forth for transfers between the regions, 
or remitting of retirement contributions. 

The financial statements of all re- 
gions are consolidated on a_ national 
basis by the New York office and passed 
on to Washington. Comparative state- 
ments and statistical data are prepared 
monthly. 





are run for checking purposes. 
AN ADIRONDACK VIEW 

It’s Simple. A truck driver identified the mysterious melody on the radio as 
“The Blue Flag.” It was simple—even the title. Perhaps he knows all the old tunes— 
more likely he can’t tell one from another. But it was simple—the title had been broad- 
cast and published for two weeks. Probably even some CPAs knew it. 

Now-a-days the car shifts itself; the gasoline pump quits when the tank is 1 
instead of left arm semaphore wig-wags, you use the directional signal lever; the jack 
simply goes under the bumper; the engine starts when you turn the key; et cetera. 

In the large accounting office the punched sales cards are thrown into a machine; 
Bill Jones’ sales of buckwheat, in Utica, during May, are sorted out; when put into 
another machine, they are listed and added. Pretty simple compared to hand sorting 
and head adding! 

But human relations get more complex. Perhaps we better take Micah to heart or 
haul out the Golden Rule and put it to work. 


full; 


Leonarp Hovucuton, CPA | 
Of the Adirondack “Chapter 
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The ‘‘Funds”’ Statement 


By Joun N. Myer 


hes some thirty years numerous arti- 
cles have appeared in accounting 
magazines with respect to the so-called 
“funds” statement. The discussion has 
usually been confused because the use 
of the word “funds” in connection with 
this statement has been variously in- 
terpreted as meaning resources, work- 
ing capital, or cash, and this has caused 
uncertainties with respect to the pur- 
pose of the statement. 

It seems to the writer that the rea- 
son for constructing the statement un- 
der discussion is usually that of pro- 
viding something in the nature of a 
review of the financial events which 
have occurred in a business enterprise 
during a certain period of time, usually 
a year. This is done by using either 
the capital, the working capital, or the 
cash as a basis and making a summary 
of the causes of the changes on that 
basis. Calling the statement a “funds” 
statement has focused attention on the 
means rather than the end with the 
result that the statement is commonly 
regarded as a sort of reconciliation of 
the capital, working capital, or cash, 
as the case may be, at the end of a 
period with that at the beginning. 

Since either (1) capital, (2) work- 
ing capital, or (3) cash may be used 
as the basis for compiling the state- 
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ment, there are three different kinds 
of “funds” statements possible, all of 
which give similar information but in 
somewhat different form. 


Illustrative Case 

Using the hypothetical case of the 
partnership of Allen and Briggs whose 
position statement and income state- 
ment are shown in Exhibit I, there 
have been compiled the three types of 
statements shown in Exhibits II, IIT, 
and IV. (See pages 354-356.) 

Exhibit II shows the statement 
which results when net resources or 
capital is used as the basis for its 
preparation. This statement is derived 
from the position statement data by 
tabulating the increases and decreases 
of the assets and liabilities. 

Exhibit III shows the resulting 
statement when the financial changes 
are compiled by using working capital 
as the basis. In preparing this state- 
ment both the position statement and 
income statement data are used. A 
work sheet such as is illustrated in 
textbooks for this purpose may be 
employed. 

Exhibit IV presents the statement 
as constructed when it is compiled on 
the basis of the effect of the financial 
events on the cash. 


Comparison of the Three Statements 

The statement on the capital basis 
is least informative. In fact, it is but 
a rearrangement of the “changes” col- 
umn of a comparative balance sheet. 
This method is used when only the 
balance sheets are available with no 
further information. When data on 
operations and other activities are 
available either the working capital or 
cash basis is to be preferred. 

It is seen that the differences be- 
tween the statements on the working 
capital basis and the cash basis are 


(Text continued on page 358) 
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Exhibit I-a: Position Statement 
December 31, 1950 


December 31, 1949 


Current Assets: 


$ 4,261 








CS Se Pare S5,350 
Accounts receivable ............. $15,832 
lLess—Allowance for bad debts. . 150 15,682 
Merchandise inventory ........... 21,687 
oe 675 
Total current assets ......... $43,394 
Less—Current Liabilities : 
Notes payable—bank ............ $ 7,500 
Accounts payable .........ss050% 8,823 
Accrued liabilities .............+. 274 
Total current liabilities ...... $16,597 
Working capital ............ $26,797 
Equipment : 
Furniture and fixtures ........... $18,285 
Less—Depreciation ............ 5,082 $13,203 
PN WOME ric ca eka ceacses $ 5,000 
I.ess—Depreciation ............ 500 4,500 
Total equipment ............ $17,703 
Partners Gqmity ......c.se00% $44,500 
Represented by: 
ge) $22,250 
ag arr 22,250 
$44,500 





$13,154 
125 13,029 
> 19,850 
852 
$37 992 
$ 3,000 
9.051 
385 
$12,436 
$25,556 

$17,684 
3,240 $14444 
~ S444 
$40,000 
$20,000 
_ 20,000 
$40,000 


Exhibit I-b: Income Statement for the Year Ended December 31, 1950 


Sales 

Cost of Goods Sold: 
Inventory, January 1 
Purchases 


Inventory, December 31 
NEN 255 5k ss areney eda darie ns conte 
NE acid aa bik ee Kae MeN R key oho eas 

Expenses : 

Selling, general and administrative expenses............ 

Depreciation of furniture and fixtures................. 

Depreciation of motor truck... ......00s0ssesseensses 

ee eee er er en 

ER rr ee eee eT ere i eee 

Other Income: 

EE Ee FT Le Te eee eT ree 

Net income 


354 


$86,750 


$19,850 
147.193 
$67 ,043 

21,6 87 





45.356 
$41,394 


$27,361 
2,192 
500 
125 

405 — 30,583 

$10,811 

139 

$10,950 

May 
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The “Funds” Statement 
Exhibit II: “Funds” Statement on Capital Basis 
949 
, Chcital, Tommy: ©, Rs x os ce cv cceied saeestaeeebeees $40,000 
) | . 
lai Capital was Increased By: 
029 Increases in assets: 
een (GAS it res Sloe cal iene ence ah oro, ee Var pec aiel dott a eet eea arn $1,089 
"989 CRONIN DUUNOOTEE ois 05 4h enter on een 2,678 
go? Merchandise inventory ........cecsececeees 1,837 
: Furniture atid fixtures .....ccccccccseseves 601 
000 ee ee ere nr 5,000 $11,205 
1051 ————— 
385 Decreases in liabilities: 
436 er er ree $ 228 
550 A GOR UIaCH dic IEtOS a9 os a iid cd etree com ee 111 339 
Total of changes increasing capital.............. 11,544 
+ +44  giieelcalaa 
$51,544 
Capital was Decreased by: 
; 444 Decreases in assets: 
O00 CE WINE 8662 5-6 5:6xa sk Cec onsy eee $ 177 
Increases in liabilities: 
y 000 PUREE NE BE | 6b ok deo 005k We bee ceaewaw aes 4,500 
0,000 Increases in deductions from assets: 
0,000 Allowance for bad debts ...........c.ccceeee $ 2 
\llowance for depreciation of furniture and fix- 
WHR bc tenniacsesasetanaeaterae 1,842 
50 Allowance for depreciation of delivery truck... 500 2,367 
750 se " 
- otal of changes decreasing capital.............. 7 044 
Lapitel, Deceiier Si, FOGG iceiciesnveveeendenuns bes $44,500 
5 356 
1,394 
30,583 
10,811 
139 
0,950 
May | 1951 355 











The New York Certified Public Accountant 


Exhibit III; “Funds” Statement on Working Capital Basis 




















worane Caondal, January 1, T9590... os ons cckccese since $ 25,556 
Working Capital Was Increased By: 
Bred eS eine Nera teh Narco tat vo fase vordwu nel wre dada Ene raeaeeaes $86,750 
ee, oe ee Oe Te eee ee mr eee 664 
Additional investment by partners... ........000s0000% 4,000 91,414 
$116,970 
Working Capital Was Decreased By: 
eS ee ee eee ee Tee $45,356 
Selling, general and administrative expenses............ 27 30) 
PR NNN sh 6th iodo nee sk cea seaNe ease 125 
OS PSI SI Oe EELS CROCE TLE LE ven 405 
TD 5 a ee ee 10,450 
NINE ica. s co sncss-b sree kwatowews taknehee 1,476 
NT ind oe vena kia rraedlacee turn Sew MORO 5,000 90,173 
Working Capital, December 31, 1950.............e0ce00. $ 26,797 
Exhibit IV: “Funds” Statement on Cash Basis 
Cae eeneneice, Samnry 2 TIO. os 6.645 0'ceees kab Reva $ 4,261 
Cash Was Increased By: 
Si aig) thindisirs: ark ap aia, Hees GR aie ea $86,750 
SNE ios ou ve wa dwn de cee wbansind quem a aleihes 664 
NE rie ehh ce nea ede New neh Ree Aes 7,500 
Additional investment by partners................00005 4,000 
$98,914 
Less—Increase in accounts receivable................ 2,778 96,136 
$100,397 
Cash Was Decreased By: 
Pamenase Ot Pooids for Fetal? «0:0 :.iscsans sewer eiawdees $47,193 
Selling, general and administrative expenses............ 27,361 
NNN 6g Gib ke Adie oA POR SR Meroe Wes ee aa 405 
WE TF ONUIOIG: oo is osc oes ba Ws ce acate etn 10,450 
(Tie rlcek operat lod ig) | Coa i a: ae ee or ee Pe amar trey 1,476 
ce icin wi wd eA as we enon ae 5,000 
NE On NN MOONE ons cs co dS wk aveeses Sexvaaore> 3,000 
$94,885 
Add—Decrease in accounts payable............. $228 
Decrease in accrued liabilities............. 111 339 
$95,22 i 
Less—Decrease in prepaid expenses...............204- 177 95,047 
Cah Batence, December 31, W950... .ceissnivice seve wand ens $ 5,350 
(Text continued on page 358) 
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10.173 


,79/ 


+261 


96.136 


00,397 
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Refusal to Furnish Tax Returns 
to Clients and Related Matters 


During the tax season, a number of 
complaints were received regarding the 
refusal of some accountants to furnish 
copies of tax returns or return books 
of account to former clients. This situ- 
ation usually arises when a client 
changes accountants and the sup- 
planted accountant permits his feeling 
of pique to prevail over his better judg- 
ment. The action of the accountant 
cannot be condoned in view of the long- 
standing pronouncement issued by the 
Board of Directors on June 21, 1945, 
stating as follows: 


“The Committee on Professional 
Conduct has received inquiries from 
former clients of members as to 
whether they are entitled to receive 
from their former accountants, file 
copies of tax returns or other docu- 
ments prepared for submission to 
federal, state or municipal taxing or 
regulatory authorities, if they have 
at no time received such copies from 
the accountant during the course of 
the engagement. 

“It is the opinion of the Committee 
that the failure to provide copies of 
such returns is discreditable to the 
members concerned, embarrassing 
to business men and constitutes a vio- 
lation of the final paragraph of the 
Rules of Professional Conduct as set 
forth in Article XVIII of the By- 
Laws. : 

“In case an accountant has sup- 
plied a former client with copies 
which have been lost or mislaid by 
such client, it is the opinion of the 
Committee, that the accountant, upon 
request of the client, should supply 
copies of the returns and may make 
a reasonable charge for the actual 
time required to prepare the copies. 

“It is hoped that this general state- 


aes I 


meit will make it unnecessary for 

the Committee to act on specific 

cor.plaints.” 

In most cases, compliance follows 
when the Committee calls attention to 
the Board’s pronouncement on the sub- 
ject. Although not specifically covered 
by the Board’s statement, an account- 
ant is likewise duty-bound to return 
books of account and documents be- 
longing to his former client. It is the 
opinion of the Committee that an ac- 
countant should permit his successor 
to inspect and make copies of such 
work papers and documents as may be 
in his possession relating to the former 
client’s tax returns or other documents 
filed with the federal, state and local 
taxing and regulatory authorities. This 
is deemed desirable not only as a mat- 
ter of public interest in maintaining 
proper accountant-client relations but 
also for the purpose of fostering co- 
operative professional relations be- 
tween members of the Society. 


Solicitation of Clients by 
Former Employees 


‘Rule 9 prohibits solicitation of 
clients directly or indirectly ; however, 
it does not bar an accountant from dis- 
cussing a possible engagement and ac- 
cepting such engagement with a client 
who broaches the subject without any 
solicitation on the part of the account- 
ant. The crucial point is who made the 
initial overture to undertake the en- 
gagement—the accountant or the client. 

In most of the complaints alleging 
solicitation, the facts indicate a stereo- 
typed pattern of behavior. An account- 
ant quits his job, opens his office, and, 
presto, clients of his former employer 
beat a track to his office and importune 
him to take over their accounting work. 
Explanations of this character are 
naturally viewed with skepticism and 
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are closely scrutinized by the Com- 
mittee. 

When an accountant is approached 
by a client of his former employer, it 
is a matter of elementary courtesy that 
the accountant should inform his 
former employer of the circumstances 
so as to dispel any doubt as to who 
took the initiative in bringing about the 
change in accountants. 

In passing, it may be observed that it 
is usually the small practitioner who 


prefers charges of solicitation against 
a former employee. The small practi- 
tioner working under considerable 
pressure frequently neglects to main- 
tain periodic contacts with his client, 
entrusting this important responsibil- 
ity to staff members in whom he re- 
poses confidence. In many instances, it 
is not so much the loss of the client 
that is the moving cause of the com- 
plaint as the feeling of betrayal by a 
trusted employee. 


O”WD 


The “Funds” Statement 


(Continued from page 356) 


few indeed. These differences are as 
follows: 

(1) The statement on the cash basis 
shows the cost of the goods purchased 
for resale since cash is decreased by the 
purchase price of all goods purchased 
whether sold or not, whereas the state- 
ment on the working capital basis 
shows the cost of the goods sold as 
decreasing working capital. 

(2) The provision for bad debts 
decreases the working capital whereas 
it does not affect the cash. 

(3) Although the bank loans affect 
cash they do not affect working capital 
since they represent an interchange 
between working capital items. 

(4) The statement on the cash basis 
requires consideration of the changes 
in the balances of accounts receivable, 
accounts payable, and prepaid expenses 
in order to adjust the data to the cash 


basis. 


Evaluation of the Statements on the 
Working Capital and Cash Bases 

It is the opinion of the writer that 
in general the statement on the work- 
ing capital basis is preferable to that 
on the cash basis for the following 
reasons : 

(1) It has been argued in some 
quarters that the reader of the state- 
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ment may not know the meaning of the 
term working capital whereas every- 
body knows the meaning of cash. This 
argument is not impressive since most 
business men understand the signifi- 
cance of the term working capital. 
Also, the argument is weakened by the 
growing popularity of the “position 
statement” form of balance sheet in 
which the working capital appears as 
a sub-total. In such case the statement 
under consideration becomes a useful 
supporting schedule. 

(2) The adjustments for the in- 
creases and decreases in the accounts 
receivable, accounts payable, and pre- 
paid expenses tend to complicate the 
statement on the cash basis to such an 
extent that it is certainly less under- 
standable than that on the working cap- 
ital basis. These complications would 
increase if in a particular case there 
were income to be accrued and to be 
deferred. The statement on the work- 
ing capital basis presents a simple list 
of causes of increase and decrease in 
the working capital. 

(3) The working capital basis being 
a broader one, the statement which 
employs that basis is fundamentally 
more consonant with the accrual basis 
of accounting and with the concept of 
a continuing business than that on the 
cash basis. 
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Conducted by BENJAMIN Harrow, C.P.A. 


Survey of State: and Local 

Taxation, 1949-1950 

For a number of years the New 
York University Law Review has been 
devoting one issue each year to a Sur- 
vey of New York Law in all its phases. 
One phase, of course, is State Taxa- 
tion. Significant changes in tax law, 
legislative and judicial, are reviewed 
in the December, 1950, issue of the 
Law Review by Jerome R. Hellerstein, 
Assistant Professor of Law at the New 
York University School of Law and an 
editor of the Tax Law Review. 


Marital Deduction 

The only significant change in tax 
policy during 1950 was the adoption of 
a marital deduction for estate tax pur- 
poses. This is patterned after the fed- 
eral provision introduced in 1948. Pro- 
fessor Hellerstein feels that the marital 
deduction has no proper place in the 
state estate tax, “except as a political 
device for reducing estate tax rates on 
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of the American Institute of Ac- 
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mittee on Federal Taxation, and is 
Chairman of its Committee on State 
Taxation. He is also a member of 
the Institute’s Committee on Fed- 
eral Taxation. 
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tice as a certified public accountant 
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larger estates without giving the ap- 
pearance of favoring wealthier dece- 
dents.” This is a debatable issue in the 
light of the inequality of treatment of 
residents in non-community property 
states as compared with those in com- 
munity property states. It should be 
noted that the marital deduction serves 
to reduce the $20,000 exemption for 
bequests to a surviving spouse. In that 
respect (to the extent of $20,000) 
estates do not effect any savings as a 
result of the marital deduction. 


Sale of a Residence 

The legislature, in 1950, changed the 
basis for determination of a gain or loss 
resulting from the sale of a residence 
by eliminating an adjustment to the 
basis for depreciation. This was an 
equitable change, since depreciation on 
a residence is not an allowable deduc- 
tion. This change conformed the state 
law with the federal law so far as 
gains are concerned. The state law is 
more liberal than the federal law with 
respect to losses. These are deductible 
as capital losses under state law, but 
not under federal law. It is of interest 
to note that a bill has been introduced 
in the 1951 legislature to disallow a 
deduction for a loss on the sale of a 
residence. Up to the present writing, 
no action has been taken on the Dill. 


Gross Receipts Tax— 
Interstate Commerce 


The 1950 legislature modified the 
authority of New York City under the 
gross receipts tax, to tax out-of-state 
vendors that have no offices in the city, 
but sell through manufacturers’ agents, 
independent sales agencies or resident 
salesmen. 

The author points out that the Comp- 
troller appears to be defying the view 
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that the legislature intended to free 
such sales from the gross receipts tax. 
In a letter of the Comptroller dated 
July 5, 1950, he states that even under 
the amended law, the gross receipts tax 
is applicable to receipts of persons who 
make sales through manufacturer’s 
agents, sales agencies, or resident sales- 
men, even though the taxpayer main- 
tains no office within the City of New 
York. It had been estimated that the 
amendment, if it accomplished what it 
intended to do, would save taxpayers 
a million dollars a year in taxes. 


Corporate Franchise Taxes 
Section 187 (1-3) of the Tax Law 
imposes a franchise tax on domestic 
and foreign insurers for the privilege 
of doing business in New York. The 
tax is measured by “direct premiums 
on risks located or resident in 
this state.” Direct premiums include 
those paid on property, or risks located 
in this State (including premiums for 
reinsurance assumed) ; and premiums 
“received in this state on business 
which cannot be specifically allocated 
or apportioned and reported as taxable 
premiums on business of any other 
state.” This provision in the law was 
in issue in a recent case.! The insur- 
ance company received life insurance 
premiums on policies of persons living 
in states where the insurance company 
was not authorized to do business. 
Some of the premiums were received 
at agencies located outside the State 
of New York and then transmitted to 
the New York office. The insurance 
company argued that such premiums 
were not taxable in New York since 
they do not constitute premiums re- 
ceived in this state. The court held that 
the premiums were received by agents 
of the company outside the state and 
the proceeds ultimately came into pos- 
session of the company in this state. 
There was another question with re- 
spect to reinsurance premiums. Such 


risks were originally written by other 
companies, this company merely rein- 
suring a portion of the risks. The com- 
pany argued that it was liable for the 
tax only on reinsurance risks related 
to persons or property located in New 
York. The Court held that the tax 
applied to reinsurance premiums on 
non-resident risks, since the reinsur- 
ance contracts were written and ac- 
cepted in this state and further that the 
reinsurance premiums were not taxed 
in any other state. The author of the 
article questions the correctness of the 
decision as it relates to the reinsurance 
premiums. He observes that the direct 
premiums for the insurance were prob- 
ably taxed in full by the original in- 
surer’s state and the result of this de- 
cision produces a double tax by two 
states. 


Sales Tax 


A recent case? again raised the ques- 
tion of the applicability of the sales tax 
to art work and photographs, created 
by the artist or photographer, for the 
publisher and advertiser who uses the 
artist’s material for advertising pur- 
poses or in the illustrations of stories. 
A license to use artistic products is 
subject to the sales tax when trans- 
ferred to a publisher or advertiser, 
even though the value of the work is 
attributable to highly skilled services. 
In the instant case, the taxpayer was 
a photographer who delivered prints to 
Conde Nast publications which had 
merely the first right to reproduce. 
Under the arrangement with the pho- 
tographer, the prints were returned. 
The publications never had title to the 
prints. Under those circumstances, the 
Court held the sales tax inapplicable. 

The Court distinguished an earlier 
case3 where the vendee had dominion 
over the prints. It could retouch them, 
correct or destroy them and in fact 
failed to return most of them. The 


1 Guardian Life Ins. Co. v. Chapman, 276 App. Div. 88 (3rd Dept., 1949). 
2 Frissell v. McGoldrick, 300 N. Y. 370 (1950). 
3 Howitt v. Street & Smith Publications, 276 N. Y. 345 (1938). 
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Court draws a line based upon tech- 
nical ownership of the prints, their re- 
turn and the manner in which the 
vendee uses them. The author of the 
article disagrees with the decision. He 
feels that a premium is placed upon 
niceties of legal title and other issues 
that lack reality. 

In the case of Seeth v. Joseph* the 
court exempted from the New York 
City Tax a Sandy Hook pilot who 
piloted vessels engaged in interstate 
and foreign commerce, following the 
holding in Joseph v. Carter & Weeks 
Co.5 to the effect that a tax on conduct 
of the stevedoring business in the Port 
of New York infringed the interstate 
and foreign commerce clauses of the 
federal Constitution. 

In the case of City of New York v. 
Bernstein® the City sought to collect 
a sales tax from an officer of a defunct 
vendor corporation. The statute im- 
poses a personal liability on a corpo- 
rate officer for failure to collect the 
tax from consumers and paying it to 
the City. The court however did not 
permit a recovery under this section. 
Thereupon the city brought suit? 
against the same officer for the corpo- 
ration’s liability to collect and pay the 
tax. This time the Court granted sum- 
mary judgment, apparently refusing to 
follow its earlier decision. 


Income Tax 


The author comments on the case of 
Carpenter Vv. Chapman,’ wherein the 
Court held that a non-resident attorney, 
whose sole office was located in New 
York, could not allocate his income 
outside the state because he did some 
of the work at his home in New Jersey 
or at his farm in Vermont. The author 
thinks this is a sound result. If an al- 


4276 App. Div. 188 (1949). 

5 330 U. S. 422 (1947). 

6193 Misc. 224 (1948). 

700 N. Y. S. (2d) 759 (1949). 


location were granted, income would 
escape state taxation. The business is 
conducted out of the single office in 
New York. The result could be other- 
wise if the attorney also had an office 
in the domiciliary state. This would of 
course mean that the attorney would 
have to be admitted to practice in the 
other state. 


The author calls attention to the 
opinion of the Attorney General? that 
approves the practice of the State Tax 
Commission in not taxing a grantor on 
income of a revocable trust. The Tax 
Commission does not follow the doc- 
trine of Helvering v. Clifford'® which 
taxed the grantor on the income of an 
irrevocable, short term family trust, 
with substantial control over the corpus 
retained by the grantor. The Attorney 
General believes that any change in the 
taxation of trust income should come 
from the legislature. 


Unincorporated Business Tax 


Since income from the practice of a 
profession may be exempt from the un- 
incorporated business tax, it is amaz- 
ing how many taxpayers struggle to 
come within the classification of pro- 
fession. One persistent taxpayer, who 
was a professional consultant in mat- 
ters relating to corporate finance and 
reorganizations, felt that he belonged 
in the favored exempt group. The 
Court!" didn’t see it that way. The tax- 
payer’s skill was not from formal 
schooling, but through business experi- 
ence. Quoting from the Tower case!” 
the Court said, “the practice of a pro- 
fession requires knowledge of an ad- 
vanced type in a given field of science 
or learning gained by a_ prolonged 
course of specialized instruction and 
study.” 


8 276 App. Div. 634 (1950) ; see also New York State Tax Forum, August, 1950, p. 495. 
9 December 27, 1949: see also New York State Tax Forum, April, 1950, p. 239. 


10309 U. S.—331 (1940). 


11 People ex rel. Moffett v. Bates, 276 App. Div. 38, aff'd. 301 N. Y. 597. 


12 282 N. Y. 407 (1940). 
1951 
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This taxpayer attacked the constitu- 
tionality of the unincorporated business 
tax. He contended that the law in- 
fringed the due process clause, since he 
had a natural right to engage in busi- 
ness and the state could not tax the 
exercise of that right. He also invoked 
the equal protection clause of the State 
Constitution claiming that exemptions 
under the statute constituted a dis- 
crimination. The Court rejected both 
contentions. The Supreme Court of 
the United States denied a writ of 
certiorari.!3 

Very recently, a realty appraisal ex- 
pert sought exemption from this tax! 
on the ground that he belonged to an 
exempt profession. He claimed to be a 
valuation expert who was equipped to 
handle complex problems relating to 
the evaluation of real property by rea- 
son of specialized study and knowledge. 
But the Court did not think that ex- 
pertness makes one a member of a 
profession. 


Estate Tax—Reopening the Entry of 
an Order Assessing the Tax 


The executors of an estate!> had filed 
a petition to fix the tax. On the basis 
of the petition a pro forma order was 
entered and the tax paid. One and a 
half vears later the executors sought to 
reopen the order claiming an overpay- 
ment of the tax. Certain errors were 
discovered after an audit of the federal 
estate tax return. Assets had been 
over-valued, previously taxed property 
had been improperly included, and 
executors’ commissions and counsel 
fees were incorrectly stated. The State 
Tax Commission opposed the applica- 
tion on the ground that the taxing or- 
der had become final. 

The Court permitted the reopening 
of the order on the ground that section 


1371 Sup. Ct. 88 (1950). 


20(b) of the Surrogate’s Court Act 
permits a reopening within two years 
from the entry. This section deals with 
fraud, later discovered evidence, cleri- 
cal error, “or other sufficient cause.” 
An interesting point in the decision is 
the comment of the Court that it did 
not have the power to direct a refund. 
The Court went so far as to suggest 
that the matter should be brought to 
the attention of the legislature. It sug- 
gested amendments to sections 225 and 
249 (a) (a) in four particulars: (1) 
consolidate and clarify the present over- 
lapping and ambiguous provisions in 
both sections; (2) authorize adjust- 
ments by direct negotiation between 
the taxpayers and the State Tax Com- 
mission; (3) expressly provide that 
taxpayers be permitted a period of two 
years within which to take steps for 
obtaining relief; (4) provide that Sur- 
rogate’s Courts be vested with jurisdic- 
tion to direct warranted relief. 


Interest on Tax Claims in 
Insolvency Proceedings 


The United States Supreme Court 
has held!® that in a federal bankruptcy 
proceeding interest on tax claims stops 
with the date of the filing of the peti- 
tion in bankruptcy. The Appellate 
Division for the First Department has 
recently held!” that federal and state 
statutes applicable to insolvency pro- 
ceedings require the allowance of in- 
terest on tax claims where there has 
been an assignment for the benefit of 
creditors. The Court holds that the 
Chandler Act Amendments to the 
3ankruptey Act are not applicable in 
insolvency proceedings. 


Resort to Federal Courts 


An interstate trucking company 
brought an action against the City of 


14 Application of Adelberg, New York Sup. Ct., App. Div.—3rd Dept., 102 N. Y. S. 2d 


44 (1951). 


15 In re Ford’s Estate, 96 N.Y.S. 2d 177 (Surr. Ct., Broome Co., 1950). 
16 City of New York v. Saper, 336 U. S. 328 (1949). 
17 In re: General Assignment of Pavone Textile Corp. (App. Div., 1st Dept., 1950). 
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New York!® for a declaratory judg- 
ment that the New York City Gross 
Receipts Tax could not be applied to 
its business. The complaint was dis- 
missed on the ground that the tax ap- 
peared prima facie to be valid in view 
of the apportionment provisions in the 
act. he taxpayer then sued in the fed- 
eral court. This time the Court held!? 
that the taxpayer had failed to exhaust 
its administrative remedy. He should 
first have asked for a hearing before 
the Comptroller and there sought an 
adjustment of his grievances before 
seeking judicial action.!? We can un- 
derstand the taxpayer’s desire to cir- 
cumvent the normal procedures. 


Statute of Limitations 

Sec. 195 requires the Tax Commis- 
sion to audit a franchise tax return 
within five years after a return is filed. 
This section relates to corporations 
taxable under Article 9. A similar pro- 
vision (Sec. 212) is contained in Arti- 
cle 9A relating to business corpora- 
tions. The recent legislature amended 
these sections to provide that a report 
filed before the last day prescribed for 
the filing shall be considered as filed 
on such last day. This amendment is 
effective as of February 17, 1951. 


Unincorporated Business Tax— 
Deductibilty of Payments to a 
Deceased Partner’s Estate 
By the terms of a partnership agree- 

ment a surviving partner was given an 

option to retain the capital of a de- 
ceased partner in the business. Under 
the agreement the estate was to receive 
interest of 6% on the capital so retained 
plus 20% of the net profits. These pay- 
ments the surviving partner deducted 
as a business expense, thus reducing 
the net income subject to the unincor- 
porated business tax. The Tax Com- 
mission denied the deduction and the 
taxpayer appealed to the courts. In a 


per curiam opinion the Court held?° 
that the arrangement with the estate 
created a limited partnership and the 
payments made represented a share of 
the profits and were not deductible as 
a business expense. One of the judges 
dissented as to the interest payment. 


Capital Loss or Ordinary Loss 
One of our members poses the ques- 
tion as to the proper treatment under 
the State income tax law of a payment 
made by the stockholder as a transferee 
of a liquidated corporation. This is the 
situation that was present in the case 
of Com’r. v. Stanley Switlik.2! In that 
case the stockholders had liquidated a 
corporation and distributed its assets. 
The stockholders reported long term 
capital gains. Several years later the 
Commissioner determined some tax de- 
ficiencies against the corporation and 
these were paid by the stockholders 
who were liable as transferees. The 
stockholders deducted the entire 
amount as losses incurred in a trans- 
action entered into for profit. The 
Commissioner characterized the pay- 
ments as capital losses deriving their 
nature from the earlier liquidation 
which was a capital transaction under 
Section 115(c). The Tax Court deter- 
mined that the capital transaction was 
concluded in the earlier years, and that 
there was no sale or exchange in the 
year the stockholders made payments 
to satisfy their liabilities as transferees. 
The losses were therefore held to be 
ordinary losses. The Circuit Court 
agreed with the holding of the Tax 
Court. It cited the decision in North 
American Oil Consolidated v. Burnett?? 
which held that “if a taxpayer receives 
earnings under a claim and without 
restriction as to its disposition he has 
received income which he is required 
to return, even though . . . he may still 
be adjudged liable to restore its equiva- 


(Continued on page 366) 


18 Mf. & M. Transportation Co. v. City of New York, 84 N.Y.S. (2d) 128; affd., 278 


App. Div. 1027 (1949). 


19 \f. & M. Transportation Co. v. City of New York (S.D.N.Y., 1950). 
20 Meyer v. Bates (New York Sup. Ct., App. Div. 3rd Dept., January 10, 1951). 


1 
2286 U. S. 417 (1932). 
1951 


United States Court of Appeals, Third Circuit (September 12, 1950), affg. 13 T.C. 121. 
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Conducted by Louis H. Rappaport, C.P.A. 


roe see issues of this magazine con- 
tained 24 informal rulings of the 
SEC dealing with the question of inde- 
pendence of accountants. In this issue 
we publish the remainder of these rul- 
ings. The reader’s attention is directed 
particularly to Number 27 in which the 
SEC said it would raise no question 
with respect to certification by an ac- 
countant who had a financial interest 
in a former subsidiary of a registrant 
but had disposed of that interest. 
Number 31 repeats the frequently ex- 
pressed position of the SEC to the ef- 
fect than an accountant cannot express 
an unbiased opinion on financial state- 
ments prepared from books which have 
been kept by him or members of his 
staff. 

25. An accountant certified finan- 
cial statements of securities dealers 
filed on Form X-17A-5 with the Com- 
mission. The accountant was consider- 
ing an offer to serve as salesman for 
one of the securities dealers and in- 
quired as to whether this would affect 
his independence with respect to deal- 
ers other than his prospective employer 
as to whom he acknowledged his lack 
of independence. 

Held, accepting employment as a 
security salesman would place the ac- 
countant in the position of engaging in 
a line of endeavor incompatible with 
that of an independent public account- 
ant and would affect his status with 
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of the American Institute of Ac- 
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respect to certifying financial state- 
ments filed with this Commission. In 
this connection, Rule 4 of the Rules of 
Professional Conduct of the American 
Institute of Accountants was cited to 
the accountant. 


26. An accountant who was elected 
director of a company in which his 
client held a 30% common stock inter- 
est submitted his resignation immedi- 
ately after he was notified of his elec- 
tion. Inquiry was made as to whether 
the accountant could withdraw his 
resignation and, if not, whether his 
election disqualified him for any period 
of time. 


Held, if the client and the company 
to which the accountant was elected a 
director were affiliated within the 
meaning of that term as defined in the 
General Rules and Regulations under 
the Securities Act of 1933, then serv- 
ing as a director of either company 
would disqualify the accountant from 
certifying financial statements to be 
filed with the Commission. With re- 
spect to the interval of time during 
which the accountant served as a direc- 
tor, no question was raised, since it 
was indicated that the accountant re- 
signed as soon as he was notified of 
his election and did not participate in 
a directors’ meeting or act in that 
capacity. 

27. After the close of the fiscal year 
October 31, 1946, “A” corporation dis- 
tributed 250,000 of the 300,000 shares 
of its wholly owned subsidiary to its 
shareholders and_ retained 50,000 
shares to use in lieu of cash to dis- 
charge some of its obligations. On 
November 29, 1946, 5,642 shares were 
given the accounting firm which au- 
dited “A” corporation’s statements as 
part payment for fees due it. On De- 
cember 8, 1947, these shares were sold 
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through a brokerage house for cash. In- 
quiry was made as to whether the ac- 
countant could certify financial state- 
ments of “A” corporation for the fiscal 
year ending October 31, 1947. 

Held, that since the accountants no 
longer had any financial or personal in- 
terest in either “A” corporation or its 
former subsidiaries, no question would 
be raised with respect to the certifica- 
tion. However, in the event of some 
adverse development in connection with 
the financial statement filed, the fact 
that at one time the accountants pos- 
sessed a financial interest in the corpo- 
ration would be given further consider- 
ation. 

28. An accounting firm is paid a re- 
tainer for consultation services and to 
make studies and investigations for a 
hotel company. 

Held, the accounting firm may be 
considered independent for the purpose 
of certifying the financial statements. 

29. From 1940 to September 1946 
a partner in an accounting firm was a 
director of a business corporation and 
during part of that time served as a 
member of its executive committee. In- 
quiry was made as to whether the ac- 
counting firm was qualified to certify 
the financial statements of the firm for 
the year 1947, 

Held, that since the audit did not 
cover any of the time during which the 
accountant served as a director, no 
question would be raised with respect 
to the certification. However, since the 
independence of the accountant was a 
matter of fact, this opinion might be 
altered if it should develop that the 
1947 audit was improperly influenced 
by the accountant’s background of 
directorship or if any significant ac- 
counting policies formulated prior to 
1946 persisted beyond that year. 

30. A company which was liquidat- 
ing and held only two blocks of se- 
curities had leased for a period not to 
exceed 18 months one room in a suite 
of offices held by an accounting firm. 
The company paid the same rental per 
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square foot as the accounting firm for 
the remainder of the office space. In- 
quiry was made concerning the pro- 
priety of this arrangement, since the 
accounting firm certified to the financial 
statements of the company. 

Feld, arrangements of this type cast 
doubt upon the independence of the 
accountant, but in view of the special 
circumstances of this case the account- 
ing firm would be permitted to certify 
the company’s financial statements. 

31. An inspection of a_ broker- 
dealer revealed that a member of the 
accounting firm which certified the 
financial statements of the broker- 
dealer also did the bookkeeping work 
and prepared the financial statements. 

Held, the accounting firm cannot 
express an unbiased and _ objective 
opinion of work performed by its own 
staff, 

32. An accountant certified finan- 
cial statements used in a registration 
statement for the period ending De- 
cember 31, 1947, under certificate dated 
March 17, 1948. Because of the resig- 
nation of the general manager of the 
company on May 7, 1948, and the gen- 
eral knowledge possessed by the ac- 
countant of the company’s activities, he 
was engaged by the directors to reor- 
ganize the office and reallocate the 
duties of the executive personnel. In- 
quiry was made as to whether the ac- 
countant was qualified to certify the 
financial statements used in the regis- 
tration statement for the purpose of a 
post-effective amendment dated June 
30, 1948. 

Held, that the accountant could be 
considered independent with respect to 
the financial statements for the period 
ending December 31, 1947. 


33. A partner in an accounting firm 
responsible for the audit of the finan- 
cial statements of an oil company and 
the son of the president of the company 
jointly acquired a 25 per cent stock in- 
terest in an oil equipment company. 
In connection therewith they obtained 
a bank loan of $200,000, signing a joint 
note and pledging the stock of the oil 
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equipment business as collateral. The 
president of the oil company indorsed 
the $200,000 note and pledged as addi- 
tional collateral 2,500 shares of the oil 
company’s stock. Inquiry was made as 
to whether the partner in the account- 
ing firm, who has now resigned from 
the firm, is qualified to practice before 
the Commission. 

Held, that these actions on the part 
of the accountant prevent his recogni- 
tion by the Commission as an inde- 
pendent accountant with respect to any 
financial statements which the oil com- 
pany has filed or may file covering the 
period of time when he was a member 
of the accounting firm which certified 
those statements. 


34. A hotel requested an account- 
ing firm to assign to the hotel one of 


their senior accountants, experienced 
in hotel auditing, to make a continuous 
audit of transactions from day to day. 
The individual assigned to this work 
was not to administer the accounting 
office nor to sign checks of the com- 
pany, and he would not be required to 
make any entries in the books of ac- 
count. The hotel had on its staff an- 
other person with the title of chief ac- 
countant whose duty it would be to 
administer the accounting office and to 
maintain the books of account. Inquiry 
was made as to whether the accounting 
firm would be qualified to certify the 
financial statements filed by the hotel 
company with the Commission. 


Held, that under all the circum- 
stances the accounting firm could be 
considered independent. 


New York State Tax Forum 


(Continued from page 363) 


lent... .” In the latter event the tax- 
payer would be entitled to a deduction 
in the year the taxpayer makes the re- 
fund. The Circuit Court rules out the 
view that the proper treatment is to 
reopen the return for the earlier year 
and reduce the amount of the capital 
gain there reported. 

Our income tax law does not have 
any specific provisions relating to 
claims against transferees. The fran- 
chise tax law does have a provision 
(Section 216.4) making a transferee 
liable for taxes of a corporation. This 


provision was added to the law in 1946. 


If the state were to follow the deci- 
sion in the Switlik case the payments 
made by the transferee stockholder 
should be fully deductible as a business 
loss. If the payment is held to be a 
loss resulting from the sale or exchange 
of capital assets (Section 350.14) even 
though the exchange occurred in an 
sarlier year, then the loss is a capital 
loss. There are no state cases or rul- 
ings on the point. Our own opinion is 
that the Tax Commission would adopt 
the latter rule. 


OWD 
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Notes on the New York State 
Unemployment Insurance Law 








Conducted by SAMUEL S. 


The following release, 


REss 


issued by the Information Office of the Division of 


Placement and Unemployment Insurance of the Labor Department of the State 
of New York, is published for the information of our readers. 


New Job Insurance Law Explained 

Industrial Commissioner Edward Corsi 
today (April 23, 1951) made public an ex- 
planation of the major changes in the New 
York State Unemployment Insurance system 
under the Hughes-Brees amendment which 
has been signed by Governor Thomas E. 
Dewey. 

Scheduled to take effect in stages from 
June + through January 1, 1952, the changes 
affecting benefit claimants include an increase 
in benefit rates, determination of benefit rates 
on the basis of more recent earnings, revision 
of eligibility standards, and revisions in the 
method of payment for partial unemployment. 

Of chief importance to employers is that 
under the new law they will know in advance 
what their tax rate for the coming year will 








SAMUEL S. Ress has been an As- 
sociate Member of our Society since 
1936. He is a member of the New 
York Bar and holds the Juris Doctor 
degree from the New York Univer- 
sity School of Law, and the B.B.A. 
degree from The City College (New 
York) School of Business and Civic 
Administration. He is a tax consult- 
ant and has been a specialist in the 
payroll tax field since the inception 
of Social Security and Unemploy- 
ment Insurance Laws in 1936. He 
has drafted legislation related to un- 
employment insurance, health insur- 
ance, wages and hours and work- 
men’s compensation. 

Dr. Ress, who has written a num- 
ber of articles which have appeared 
in The New York Certified Public 
Accountant, is a member of the 
Society’s Committees on Clothing 
Manufacturing Accounting and on 
Labor and Management. 
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be. In 1952, employers will be taxed on a 
graded scale, based on individual experience, 
which will vary from 1.7 per cent to 2.7 per 
cent of payroll. 

After 1952, the arbitrary 1.7 per cent 
minimum rate will be eliminated. Firms with 
the most stable employment records eventu- 
ally may pay no tax depending on the over-all 
condition of the Unemployment Insurance 
Fund. According to the law the rates will 
vary from zero to 2.7 per cent when the fund 
reaches 12.5 per cent of the previous year’s 
payrolls ($1,250,000,000 at present payroll 
levels). At the end of March the fund stood 
at $916,000,000. For rating purposes, employ- 
ers will be grouped in 20 tax classes, designed 
to gear the individual tax rate to individual 
experience more closely than in the past when 
there were only six tax credit classifications. 

Under the new law the detailed quarterly 
payroll reports listing individual employees 
and their wages will be discontinued for all 
firms that have been subject to the law for at 
least three and one-half calendar years, but 
quarterly summary reports of contributions 
must be continued. “Younger” firms must 
continue the detailed quarterly payroll report 
and will also be required, as will all firms, 
to supply individual wage records “on 
request”. 

Whenever a benefit claim is filed, the 
Division of Placement and Unemployment 
Insurance will write to the appropriate em- 
ployer or employers for wage information 
necessary to settle the claim. If an employer 
fails to respond within seven days the claim 
will be settled on the basis of available in- 
formation, including the claimant’s own state- 
ment, and benefit charges will be made 
against the appropriate employer account. 
Non-compliance with reporting regulations 
subjects an employer to a fine of $10 per case. 

An individual account in the unemployment 
insurance fund will be established for each 
employer, to which his tax payments will be 
credited and all benefit charges debited. The 
status of his account and the over-all condition 
of the fund each July 1 will chiefly determine 
his tax rate for the next year, and an em- 
ployer whose account shows a deficit will be 
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taxed at the rate of 2.7 per cent of payroll 
for a minimum period of three years. 

Employers who have been subject to the 
law since January 1, 1947, will get an initial 
account balance which will approximate their 
tax payments and benefit charge experience 
in the past. Employers in the system a 
shorter time will have initial balances estab- 
lished as of July 1, 1951, if they become 
qualified for experience rating July 1, 1952, 
1953 or 1954. Employers entering the system 
after January 1, 1951, will start from scratch. 

‘The individual account balance will not rep- 
resent any earmarked asset of the employer 
in which he or his employees have any vested 
right,” Commissioner Corsi said. “The bal- 
ance is a bookkeeping device for measuring 
experience—an account kept solely so a ratio 
can be struck each July 1 between tax pay- 
ments and benefit withdrawals, for the pur- 
pose of fixing each employer’s tax rate for 
the following year. All actual monies in the 
unemployment insurance fund are pooled for 
the payment of benefits to anyone entitled to 
payment, regardless of who his employer was 
and regardless of how his employer’s account 
stands.” 

Under the amended law, after December 31, 
1951, the benefit ratio for unemployed work- 
ers filing new claims will change from the 
present approximately 50 per cent of the 
claimant’s weekly wage to as much as 66.6 
per cent for claimants in the lower wage 
brackets. In addition, this law provides top 
payment of $30 a week after December 31, 
1951, in the case of new claims as compared 
with the present $26 maximum rate. Until 
the end of this year, however, the old scale 
of benefits will be used and will continue until 
the individual benefit year ends. 

Another major change in the law, the 
creation of a separate benefit year for each 
claimant, will go into effect July 2 of this 
year. Under this revision, a claimant’s benefit 
year will begin the first Monday after he 
files a valid claim, and eligibility will depend 
on his employment record in the 52 weeks 
prior to his filing a claim. To begin a benefit 
year on or after July 2, a claimant must be 
unemployed, available for work and able to 
work, must not be subject to any disqualifica- 
tion or suspension, must have a record of 
some covered employment in each of at least 
20 of the preceding 52 weeks and earnings 
averaging at least $15 a week in 20 of those 
weeks. 

Because the individual benefit year plan 
will not take effect until July 2, the new law 
extends the current benefit year from June 4 
to June 30, and increases the maximum num- 
ber of benefits for the current year from 26 
to 28. Commissioner Corsi explained that 
under this extension persons who are unem- 
ployed during June and have already ex- 
hausted 26 weeks of benefits may apply be- 
ginning June 4 for up to two more weekly 
payments. 
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Under the new law claimants who do not 
earn more than $30 a week and who work 
less than four days a week will receive 
promptly any partial benefits due them {or 
that week. Under the old law claimants ac- 
cumulated credit but did not receive payments 
until they had accumulated the equivalent 
(4 credit days) of a full week’s unemploy- 
ment. 


Timetable for Principal Changes Affecting 
Benefit Claimants Under Amended 
Unemployment Insurance Law 
June 4 to June 30, 1951 (Transitional Period) 
1. Current benefit year extended from June 

4 to June 30. 

2. Benefits during this period continue to 
be based on 1949 earnings under old law 
schedule. 

3. Maximum benefits increased from 26 to 

28 weekly checks for current benefit year 

only because of extension of benefit year. 

(Jobless persons who have received 26 

checks may apply on or after June 4 for 
up to two more checks in June.) 

Allowed earnings in week of “partial 

unemployment” upped from $24 to $30. 

5. Persons receiving benefits in June will 

have benefit rights for benefit year be- 
ginning July 2 determined automatically 
based on 1950 earnings, (under old law) 
and can get waiting period credit in 
June for the new benefit year which 
begins July 2. 

6. Any person now ineligible (on 1949 
earnings) may file a claim between June 
4 and June 30, and if he is able to serve 
his complete waiting period then, will 
have a benefit rate for the benefit year 
beginning July 2 established on the basis 
of 1950 earnings, under the old law 
schedule. 


— 


Changes Effective July 2 to 
December 30, 1951 


1. Each new claimant will have an individu- 
al benefit year—52 weeks, starting the 
Monday after he files a “valid original 
claim”. The individual benefit year will 
begin July 2 for those persons whose 
benefit rights, based on 1950 wages, are 
determined in the month of June (see 5 
and 6 above). 

2. Benefit rate for all new claims filed 
July 2 or later will depend on high quar- 
ter earnings in 1950 (if 1950 earnings 
were $300 or more), or on high quarter 
earnings in 1951 under old law schedule. 

3. No new claimant applying July 2 or after 
can start a benefit year until a “valid 
original claim” is filed. 

4. Five conditions determine whether a 
claim is a “valid original claim” 

a. The claimant must have had some 
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Notes on the New York 


covered employment in each of at 
least 20 weeks in the 52 week period 
preceding thé filing of the claim; and 
have earned an average of at least 
$15 per week in 20 of these weeks. 

b. His old benefit year, if any, must be 
ended. 

c. He must not be subject to any dis- 
qualification or suspension. 

d. He must be unemployed, able to work, 
and available for work. 

e. He must have at least four days of 
unemployment (one “credit day”) in 
the week he files his claim. 


aeons Effective for New Claims Filed on 
and After December 31, 1951 


1. Maximum benefit rate will be increased 
from $26 to $30. 

2. Benefit rate will be based on average 
weekly wage. 


Timetable on Changes Affecting Employ- 
ers Under Amended Unemployment 
Insurance Law 


Changes Effective June 4, 1951 

1. Any employer who contests the decision 
of an unemployment insurance office with 
respect to a benefit claim and asks for a 
hearing is required to deposit $10. If 
the referee overrules or modifies the 
decision the deposit will be returned; if 
not it will be deposited in the unemploy- 
ment insurance fund. 

2. Any employer who appeals from a 
referee’s decision to the Appeal Board 
must deposit $25. If the referee’s deci- 
sion is modified or overruled the deposit 
will be returned; if not it will be de- 
as in the unemployment insurance 
fund. 


Changes Effective July 1, 1951 


1. When a benefit claim is filed, necessary 
base period employers will be asked to 
furnish information in order to establish 
the claimant’s eligibility and benefit rate. 
his information must be supplied within 
seven days of the date the request is 
mailed. (Exceptions will be made in a 
limited number of industries for which 
other arrangements will be prescribed. ) 

2. If an employer fails to supply wage in- 
formation on request within seven days 
he will be subject to a $10 fine in each 
case, and the claim will be settled on 
the basis of whatever other information 
is available, including the claimant’s own 
statement of his earnings. 

3. Under the “request reporting” plan, most 
employers will be exempted from filing 
detailed quarterly payroll reports listing 
all employees and their earnings. 
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State Unemployment Insurance Law 


All employers must continue to file 
quarterly contributions reports as dis- 
tinguished from quarterly payroll 
reports. 

An individual rating account will be 
established for each employer. His tax 
payments will be eval to this account 
and benefits paid to former employees 
will be debited. 

Weekly reports will be sent all employers 
of any benefit charges against their 
accounts. 


Individual acccunt balances will be estab- 
lished for all employers who have been 
subject to the law since January 1, 1947, 
have filed all required reports since then 
and have paid all required taxes. The 
initial account balance will approximate 
the difference between a firm’s tax pay- 
ments and benefit charges in the past. 
Notice of this balance will go to each 
employer. 

Note: Employers who became subject 
to the law after January 1, 1947, 
will be able to qualify for "initial 
account balances as of July 1, 
1952, 1953 or 1954, after they have 
been in the system for at least 14 
calendar quarters. 

Note: Notice of individual account bal- 
ance of any employer who owes 
back taxes will be withheld. He 
will be notified of his delinquency. 
But no initial account will be 
established if the employer does 
not pay his contributions due in 
full on or before the last day of 
the calendar quarter which begins 
after he was notified of his de- 
linquency. 

A “general account” will be established, 
made up of the difference between the 
total amount in the fund and the total 
of employers’ initial account balances. 
This general account will be credited 
with interest earned on the fund, interest 
and penalties collected from employers, 
lapsed employer account balances, pro- 
ceeds from emergency contributions, re- 
coveries on benefit overpayments, and 
tax payments due before July 1, 1951 but 
received after that date. The general 
account will be charged with the amounts 
of negative balances in employers’ ac- 
counts and with benefit pavments which 
are not chargeable to any individual em- 
ployer’s account. If the general account 
balance drops below a specified level, an 
emergency contribution will be imposed 
on all employers. 

Tax rates for 1952 will be determined 

July 1, 1951 and will range between 1.7 

per cent and 2.7 per cent of payroll. 

Principal factor in determining the rate 
(Continued on page 372) 
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| Office and Staff Management 


| A forum for the exchange of views and information on all 
| aspects of the administration of an accounting practice. 














Conducted by Max Btock, C.P.A. 


Binding Work Papers 

Keeping workpapers intact during 
the course of an engagement is impor- 
tant because the ability to locate in- 
dividual papers for use or review will 
save considerable time in the aggregate, 
and reduce strain on accountants’ 
nerves. 

Metal fasteners, side-bind or top- 
bind, are popular devices for keeping 
papers in place. However, the removal 
and reinsertion of papers is a nuisance 
in such cases because of the time in- 
volved in opening the fastener, remov- 
ing certain papers to get to the desired 
sheet, replacing the removed papers, 
and closing the clasp. When the sub- 
ject sheet is to be returned to its place 
the same routine is followed. Some 
accountants avoid this inconvenience by 
using no clasp at all. 

There are two other binding devices 
which make the removal and reinser- 
tion of papers easy, save time in the 
removal and return of the complete 
folder to the files, and reduce misfiling 
of individual papers. These gadgets 
are the ring binder and the spring 
binder. Such devices are being used by 
some accountants with great satisfac- 
tion. 

The use of ring and spring binders 
presents certain problems, to wit, work 
paper to fit the binders, file shelves, 
binder sizes, etc., all of which can read- 
ily be worked out in most cases. 


Preservation of Records 


We constantly hear about the efforts 
being made by banks and other busi- 
nesses to preserve a duplicate set of 
records as a safeguard against the de- 
struction of original records. Micro- 
film is the great medium for making 
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it possible not only to prepare a dupli- 
cate set of records easily, but also to 
eliminate space as a problem. More- 
over, large warehouse companies are 
now making available storage space in 
remote sections of the country. 

Accountants also have important 
records to preserve, and incidentally 
solve the ever-pressing problem of file 
room space. Useful information on 
microfilming is readily obtainable from 
many sources (see the ads in our maga- 
zine) and from an article in The New 
York Certified Public Accountant, is- 
sue of December, 1948, by George N. 
Farrand, and an article by Irving Zit- 
more in the Journal of Accountancy, 
issue of February, 1951. 


Time and Cost Records 


The accumulation of the daily time 
record of staff accountants and other 
personnel, both for determining costs 
of engagements and for billing, is es- 
sential in the administration of the pub- 
lic accountant’s practice. There are a 
wide variety of forms in use for the 
assembly of such data though the ob- 
jectives are essentially the same. 

Two basic forms are involved, name- 
ly, (1) the employee's time record and 
(2) the client’s time record. Other 
forms in use are adjuncts of one or the 
other. 

As to the employee’s time record, 
there is one major variation in the 
forms in use, to wit, some provide for 
“costing” of the hours directly on the 
form so as to permit the posting of 
hours and dollars to the client’s time 
summary record, whereas others do not 
contain the cost provision. Where the 
“costing” is not done on the employee's 
time sheet it is done, if at all, on the 
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EXHIBIT 1 


TIME REPORT 











CLIENT'S NAME 












ae ee to. 
a 3], was. eats] AMOUNT 
OED | 


| cops 
== 














TOTAL CLIENT'S HOURS 
ADMINISTRATIVE 
UNASSIGNED 


Sane ee 


TAK AND A NTING RESEARCH 








NAME 


TOTAL HOURS PRESENT 


- . ———— fl ————F 
( LUNES | | | 
nara rae! | 
HOURS ABSENT: < VACATIONS AND HOLIDAYS | 


| I 
OTHER TIME OFF ! 











HALF MONTH ENDED 





























































































TOTAL HOURS RECORDED | ta] 
REGULAR WORK 
inane UNBILLED RECEIVABLES — CLIENTS . Bosis of Billing 
LEDGER SHEET NUMBER Monthly ; Quorterly 
Client___ Annually. + Assignment__ 
diddven Billings must be on basis indicated Fixed monthly charge 
a = a and must be approved by partner 
a eee in charge. Partner to review bill __ 
=r ~ DESCRIPTION oF WORK PERFORMED, a es 5 rhe ~ AMOUNT OF CHARGED TIME BY CLASSIFICATION groan BILLING Galas 
Oot or NATURE OF EXPENSE OR a ere enaielietats ——_— of ——_———__ Unbilled 
Inveice No. SUMMARY OF INVOICE Portners Tox Stoff | Audit Staff Office | Expense Adivatment | Amount of Bill 
| | | | | 
a, ea = = a eee Gas el Ge a 
| | | 








EXHIBIT 3 








371 





client’s record. The cost calculation, 
either at a “cost rate” or a “billable 
rate” is usually done by an office em- 
ployee. 

exhibit *1 is a representative time 
record for a staff accountant. 

Exhibit *2 is a representative sum- 
mary form, for an individual client, of 
the accumulated time cost (the costs 
are posted from the form in Exhibit 
*1) and expenses. In Exhibit #3, also 
a client’s record, the time is posted only 
in hours and the “costing”, if any, is 
made on another form. In some in- 
stances the client’s cost record is in- 
tegrated with the fees receivable ledger. 

A fourth form (not illustrated) is 
used to summarize the time cost for 
billing purposes. It is useful for annual 
audits and special engagements. 


Office Managers’ Luncheon 
Meetings 


The first luncheon meeting of office 
and staff managers of accounting firms 
in the midtown area was held on Tues- 
day, April 24th, at 12 noon, in a pri- 
vate dining room at the Hotel Lexing- 
ton, 48th Street and Lexington Avenue. 
Ten men were present and it was the 
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consensus that such meetings will fill 
a real need, in a pleasant manner. 
Luncheon groups will eventually be 
organized in the downtown and other 
areas. All groups will be made as ho- 
mogeneous as possible and may be 
divided as between national and local 
firms, or otherwise, to maintain the 
maximum mutual interest. 
If you are interested in attending 
such meetings, write to 
The Editor, Office and Staff 
Management, 
The New York Certified Public 
Accountant 
677 Fifth Avenue, New York 22, 
i 
for information as to the group meet- 
ing in your neighborhood. 


Follow-Up 

Your cooperation is earnestly solici- 
ted in making available to this depart- 
ment administrative data and forms 
that may be helpful to fellow practi- 
tioners and the profession generally. 
Unless specified, the names of contrib- 
utors will be published with their ma- 
terial. Inquiries dealing with adminis- 
tration of accountants’ practice may 
also be sent to the Editor. 


Notes on the New York State Unemployment Insurance Law 
(Continued from page 369) P 


will 
balance as of July 1, 
his benefit experience. 


be the employer's initial account 
1951 as it reflects 


10. For tax rate purposes, employers will 
be divided into 20 classes instead of the 
six classes fixed by the old law. As a 
result, an employer’s tax rate will be 
geared much more closely to his indi- 
vidual benefit experience. 

11. Any benefits paid after June 30, 1951 will 
be charged to the appropriate account. 
Benefits paid on new claims filed between 
July 2 and December 31, 1951 will be 
charged to the employer who paid the 
most wages to the claimant in his base 
year. Benefits paid on new claims filed 


on and after December 31, 1951 will be 





charged to the claimant’s base period 
employers in inverse chronological order, 
at the rate of one week’s benefit charge 
for each week of employment provided 
in the base period. If a claimant receives 
benefits for more weeks than he had base 
period employment, the excess charge 
will be against the general account. No 
employer will be charged for more weeks 
than he provided weeks of employment. 


Changes Effective January 1, 1952 

1. The arbitrary minimum tax rate of 1.7 
per cent of payroll is eliminated. \When 
the fund reaches 12.5 per cent oi the 
previous year’s payrolls, rates will vary 
from zero to 2.7 per cent. 
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The Excess Profits Tax Exchange 








Conducted by Davin Zack, C.P.A. 


11s column reiterates its request 
Tic any and all questions, problems 
and comments regarding Excess Prof- 
its Taxes. Items of general interest 
will be published herein and full credit 
will be given all contributors unless 
they request otherwise. All inquiries 
and contributions should be addressed 
t0'. 
editor, The [excess Profits Tax 
exchange 
The New York Certified Public 
\ccountant 
677 Kifth Avenue 


New York 22, N. Y. 


Excess Profits Credit Alternatives 
Many practitioners have inquired 
about the choice of excess profit 
credits. There is no election, in the 
technical sense, as to the choice of the 
average earnings method or the in- 
vested capital method. Section 434 of 
the Internal Revenue Code requires 
that the taxpaver use whichever credit 
results in the lesser tax for the taxable 
year for which the tax is being com- 





Davip Zack, C.P.A., is a mem- 
ber of our Society and of its Com- 
mittee on Municipal and Local 
Taxation and the Committee on 
Education. 

Mr. Zack is a member of the New 
York Bar, the Federal Bar, and the 
Tax Bar. He is a Lecturer on Taxa- 
tion at The City College (N. Y.) 
School of Business and Civic Ad- 
ministration, where he is currently 
conducting an intensive course on 
the New Excess Profits Tax Act. 

Mr. Zack has written on tax mat- 
ters for various publications. He is 
engaged in tax practice with a prom- 
inent New York firm of certified 
public accountants. 
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puted. This of course means that the 
taxpayer has an absolute right to 
change his method every year and even 
within a particular year the method 
may always be changed to yield the 
least tax, subject of course to the re- 
strictions of the statute of limitations. 
Thus, changes in the base period net 
income made by an examining revenue 
agent may make the average earnings 
method more desirable than the previ- 
ously indicated invested capital method. 
The law requires the Bureau of In- 
ternal Revenue to recompute the ex- 
cess profits tax on the average earnings 
method since that would yield the 
lower excess profits tax. 

However, within the Invested Capi- 
tal Method, there is an irrevocable 
election which may be exercised by the 
taxpayer. Section 537(b)(1) of the 
Internal Revenue Code provides for 
the election, by the taxpayer, in its re- 
turn, of the historical invested capital 
method provided in Section 458. Regu- 
lations 130, Sec. 40.437-2(c) makes 
this election irrevocable for the taxable 
vear. There is a new election every 
year and despite the election for a par- 
ticular year, the taxpayer still has a 
right to shift to the average earnings 
method. The election applies only 
within the invested capital method. 
The election applies when the his- 
torical method is originally elected on 
the tax return and even then it fore- 
closes the use only of the asset method 
for that particular vear. In any event, 
great care should be exercised before 
the historical method is used on the 
excess profits tax schedule. 


Net Operating Losses 

The subject of net operating losses, 
carrybacks, carryforwards and deduc- 
tions has never been simple, but it has 
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been even further complicated by the 
Excess Profits Tax Law. B. F. Schon- 
berger, C.P.A., has submitted the fol- 
lowing schedules which should help 
guide the weary practitioner through 
this very complex maze. 


(.\) Adjustment for Year of Loss 
Start with the excess of deduc- 
tions over gross income without 
regard to any net operating loss 
deduction. Such amount must 
then be reduced by the following : 
(1) excess depletion (Sec. 

122(d)(1)) 

(2) wholly tax-exempt interest 
(Sec. 122(d)(2)) 

(3) If the taxable year ends after 
6-30-50 or begins before 
7-1-53, the adjustment for 
interest on borrowed capital 
under Sec. 433(a)(1) N or 
QO, depending upon whether 
the excess profits credit for 
that year is computed under 
the invested capital or income 
method. 

(B) Conversion of Net Operating 
Loss into Carry-Back or Carry- 
Over 
The amount of the carry-back or 


(3) Partially tax exempt interest 


(5) 100% of Dividends Received 


Note: In computing the unused ex- 
cess profits credit, the excess profits 
net income must be computed without 
the allowance of a net operating loss 
deduction. 


Growth Corporations 
Section 435(e) of the Internal Rev- 
enue Code provides for an alternative 
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(1) Excess depletion... ..i0i5. 
(2) Wholly tax exempt interest. . 


(4) Dividend Received Credit ... 


carry-over to a taxable year is the 
excess of the net operating loss 
over the net income for each year 
through which the carryback or 
carryforward passes, adjusted as 
follows: 

(1) Compute the Net Operating 
Loss deduction without re- 
gard to the Net Operating 
l.oss for the taxable year and 
for succeeding years, and 
without regard to the reduc- 
tion specified in (C) below. 

(2) Adjust for excess depletion. 

(3) Adjust for wholly tax ex- 
empt interest. 

(4) In computing the net income 
for a year ended after 6-30-50 
or begun before 7-1-53, for 
excess profits tax purposes 
only, make the adjustment 
for interest on borrowed 
capital. 

(C) Adjustment for Year of Net 

Operating Loss Deduction 

Start with aggregate of carry- 

backs and carryovers to the year 

of the net operating loss deduc- 
tion. Reduce such amount by : 


For Purposes of 
I 


(unless from stock not a capital asset ) 
(6) Capital gains and losses ..... 
(to the extent included in net income ) 


Excess 

Income — Profits 
Tax Pax 
ge hin SM NPAT LNG ae See Yes Yes 
Ree ee Pe, er ae Yes Yes 
wits er ereNe ate pole aee wim aL wie tele Yes Yes 
RATE Cee eT Sie Yes No 
mule de Rept Nae Gear a eer ay No Yes 
Se aa dice ie eA cas a ee No Yes 


average base period net income based 
on growth. Qualification for this 
method involves detailed computations 
and onerous research into the records 
of the taxpayer. It may frequently 
happen, after many tedious hours of 
work, that a corporation’s qualification 
for the growth formula is purely aca- 
demic because the relief available is in- 
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adequate. Since it is comparatively 
easy to compute the various relief alter- 
natives, Many practitioners are follow- 
ing th e practice of determining the pos- 
sible relief available under the growth 
formula before undertaking the re- 
search necessary to establish qualifica- 
tion. In many cases, the prescribed re- 
lief alternatives provide no advantage 
so further time need not be spent in 
pursuit of the growth will-of-the-wisp. 

In determining the relative advan- 
tages of the general average under Sec- 
tion 435(d) and the growth formula 
under Section 435(e) it must be re- 
membered that the general average 

ay be augmented by the base period 

apital addition under Sec. 435(f) 
whereas the growth formula has no 
such advantage. It is therefore fallaci- 
ous to make a direct comparison of the 
general average with the growth for- 
mula, the base period capital addition 
must be added to the general average 
before comparison with the applicable 
growth provision. 

Many questions have been raised as 
to whether a corporation which  suc- 
ceeds a sole proprietorship, partnership 
or predecessor corporation some time 
alter the beginning of the base period 
may qualify as a growth corporation. 
The law (Sec. 435(e)(1)) requires 
that a taxpayer must have commenced 
business prior to the beginning of its 
base period. However, Section 461 (d) 
specifically provides that for the pur- 
poses of sections 435(e), 442, 443, 444, 
445 and 446, an acquiring corporation 
“shall be considered to have been in 
existence and to have had taxable years 
for any period during which it or any 
of its component corporations was in 
existence, and such corporation shall 
be considered to have commenced busi- 
ness on the earliest date on which it or 
any of its component corporations com- 


menced business”. Partnerships and 
transferor corporations may qualify as 
component corporations under Section 
461(b) of the Internal Revenue Code. 


Base Period 

Samuel B. Pollack, C.P.A. and at- 
torney, sends in the following ques- 
tion :— 


“The statute and the regulations talk 
constantly of a taxpayer which ‘commenced 
business on or before the first day of its 
base period.’ I understand the base period 
to be the period beginning January 1, 1946, 
and ending December 31, 1949. A taxpayer 
who was not in business during those years 
cannot use that base period. I do not 
understand why this language is used if in 
order to use the base period the taxpayer is 
required to have been in business during 
that period. Also why the emphasis on 
its? The base period years are the same 
for every taxpayer, aren't they?” 


The base period years are not the 
same for every taxpayer. It is true that 
the base period for most taxpayers is 
the period from January 1, 1946, 
through December 31, 1949. However, 
if a taxpayer’s first excess profits tax 
year was preceded by a year beginning 
in 1949 and ending in the first quarter 
of 1950 (January 31, February 28, or 
March 31, 1950), its base period is the 
48 consecutive months ending with the 
close of that year (Section 435(b) ) 

A taxpayer need not have been in 
business during the entire base period 
in order to use the general average 
method. This average earnings method 
is available to all taxpayers, notwith- 
standing when business was com- 
menced. During the period when the 
corporation was not in business its 
sarnings will be treated as zero (Sec- 
tion 435(d)). However, a corporation 
which began business after the begin- 
ning of the base period is foreclosed 
from the use of the growth alternatives 
(Section 435(e) ) 
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Last Call For 
1951 PRIZE ESSAY CONTEST! 


The Board of Directors of the Society has authorized the Com- 
mittee on Publications to conduct a prize essay contest among 
seniors and graduate students majoring in accountancy, duly 
enrolled in the colleges of New York State. The article may 
cover any topic in the field of accounting and/or auditing. 


Prizes in the amount of $100 for the best article and $50 for 
the second best article are offered. In addition, the two winners 
and any others submitting papers worthy of honorable mention 
will receive a one-year subscription to The New York Certified 
Public Accountant. 


The General Rules of the Contest are as follows: 


All papers shall be original, and the manuscript shall be typed in 
duplicate on 814 x 11 stationery on one side, double or triple space 
typing, and shall not be more than 6,000 words in length. Each 
contestant shall indicate the exact number of words in his paper 
at the end thereof. 
* 

The name of the individual submitting the paper shall not appear 
thereon, nor should there be any other means of identifying the 
manuscript, which should be accompanied by a covering letter giving 
the contestant’s name and address. When submitted to the judges, 
each manuscript will be given a key number for identification. 


* 


Manuscripts should be forwarded to The Managing Editor of The 
New York Certified Public Accountant, 677 Fifth Avenue, New 
York 22, N. Y., on or before May 15, 1951. Awards will be 
announced as soon thereafter as possible. 


* 


All papers submitted shall become the property of the New York 
State Society of Certified Public Accountants and shall be available 
for publication in The New York Certified Public Accountant. 
The decision of the judges shall be final as to what papers, if any, 
may be entitled to prizes. 
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